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This investment team update describes the views of the Franklin Templeton (FT) Multi-Asset Solutions Investment Strategy and Research
Committee (ISRC)—an experienced team of investment professionals who specialize in equities, fixed income, cross asset and absolute return
investments. The committee meets regularly to share multiple viewpoints, debate implications and assess risks. This process generates key
investment themes, which can be expressed in a variety of portfolios that FT Multi-Asset Solutions offers to clients.
The text below describes the views of the FT Multi-Asset Solutions ISRC as at the date of this publication. These views are for general information
only, are subject to change, apply solely to FT Multi-Asset Solutions’ strategies and are not representative of the views or strategies of other
Franklin Templeton investment groups.

Major Themes That Frame Our Tactical Asset Allocation
Global Growth Moderates

Modest Inflation Pressures

Strong Corporate Fundamentals

Executive Summary as of 10 September 2018
•

The global financial market narrative has remained focused on emerging markets (EMs), although attention has largely shifted as the
trade war storyline has taken a back seat to EM contagion concerns. Many investors were still grappling with the impact of a debt
crisis in Argentina when Turkey’s bond and currency markets seemed to unravel. From our perspective, the key question is
whether these EM episodes are idiosyncratic, or if they are signalling the onset of broader downturn in EMs as developedmarket central banks, particularly the US Federal Reserve (Fed), slowly normalize monetary policy.

•

As we enter September, our analysis points to evidence that the most recent flareup in EMs is idiosyncratic, rather than an
early symptom of broader EM weakness. One reason why we think country-specific factors are responsible is that both Turkey
and Argentina appear to be two of the more vulnerable EM countries, based on several fundamental metrics. For instance, Turkey’s
current account deficit had begun to deteriorate in the middle of 2016, which also coincided with rising inflation (from around 7% to
17.9% annualized).1 A recent yet significant catalyst weighing on Turkish assets proved to be additional US sanctions, which
stemmed from Turkey’s continued detainment of a US pastor. We see these sanctions as a prime example of an idiosyncratic issue
that, while detrimental to Turkey, has little value to evaluating EMs as a group. Furthermore, we note that Turkey and Argentina
combined account for less than 2% of world gross domestic product.2

•

In contrast, we analyse broader macro forces to understand if we’re in the early innings of EM contagion. For example, a greater
worry for EM asset performance would be if the Fed were to tighten monetary policy to a greater degree than the market
currently expects. Clearly, the Fed is in the driver’s seat in regard to normalizing monetary policy, and we were given only slightly
more detail from the August Jackson Hole summit, which is often looked to as a guide for future monetary policy. Fed Chair Jay
Powell continued to state that gradualism in further rate increases will likely be appropriate, and the central bank has not
indicated that international risks call for this view to be revised. His view mimics our own macro outlook, which remains more
optimistic and seeks to filter out the “noise” generated by a few EM countries.

•

A substantial slowdown in Chinese growth would also warrant more caution for the EM complex. However, a dramatic slowdown in
China is not our base case scenario. We find sufficient evidence that a policy-led growth upturn in the country has been offsetting
slower growth, which is primarily stemming from the People’s Bank of China (PBoC) deleveraging the country’s shadow banking
sector. Chinese leader Xi Jinping and the PBoC have encouraged lending, cut interest rates and increased fiscal spending in recent
months. For example, the Chinese government approved a number of major urban infrastructure projects, providing further tailwinds
for growth.

•

From a US/China trade standpoint, we realize there is still room for improvement as new tariffs were recently, and unexpectedly,
announced. The US-China trade standoff contrasts with other trade agreement developments throughout the world, which
largely have been improving, with examples including autos and a “new” North American Free Trade Agreement (NAFTA).
With US midterm elections arriving in November, it seems likely that more trade headlines may surface and cause some volatility
along the way. However, we remain focused on what we view as a strong macro and corporate backdrop.

All information presented herein represents solely the general views of the FT Multi-Asset Solutions ISRC as at the date of this publication and is for illustrative purposes only. Any
statements about strategy positioning are as at 10 September 2018 and are subject to change without notice. The positioning of a specific portfolio may differ from the information
presented herein due to various factors, including, but not limited to, allocations from the core portfolio and specific investment objectives, guidelines, strategy and restrictions of a
portfolio. Not intended as investment advice or an investment recommendation. There is no assurance any forecast, projection or estimate will be realized.
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Current Convictions from the FT Multi-Asset Solutions ISRC
N

(-)

Equities

–

+

Global recovery still supported by rising corporate earnings and profit margins, although we are monitoring growth
momentum as we are seeing more desynchronization throughout the world. Monetary policy becoming less
accommodative, but fiscal policy looks set to pick up the slack. We are carefully monitoring inflation and the potential for
increased market volatility.

Corporate Bonds

–

+

While technical factors and proposed fiscal measures are supportive of corporate bonds, conditions regarding cash
repatriation and merger-and-acquisition activity continue to evolve. Bank loans have been looking more attractive to us
within corporate credit, given upside movement for interest payments and less duration risk.

Government Bonds

–

+

Improving global growth with inflation trending higher leads us to prefer lower exposure to government bonds and
duration. Valuations have remained expensive despite the rise in yields, highlighted by low term premiums.

Alternatives

–

+

With alternatives, we prefer assets that have historically performed well late in the economic cycle, such as real assets
(including commodities) and US Treasury Inflation-Protected Securities.

Cash

–

+

Cash yields have trended upward, with short-term US Treasury bill yields supported by greater supply and gradual
monetary policy normalization. A fairly flat yield curve is generally raising the attractiveness of cash to us.

Developed (DM)

–

+

The positive economic growth story in developed markets, led by the United States, appears to remain intact despite
increasing divergence throughout the world. Corporate fundamentals are currently on par with historical averages, with
above-average margins and healthy earnings revisions.

United States

–

+

Despite elevated geopolitical headlines and trade tensions, growth fundamentals continue to be positive, with tax reforms
providing a tailwind for earnings and valuations at reasonable risk/reward levels compared to the macro backdrop of low
unemployment and moderate inflation.

Europe ex UK

–

+

Several concerns have remained in play, and economic headlines are slowing in pace, though valuations have appeared
reasonable to us relative to potential reward.

United Kingdom

–

+

Recent British pound weakness has helped boost short-term performance in the UK equity market. However, the Brexit
path forward remains unclear. We expect the domestic economy to face headwinds.

Japan

–

+

Valuations for Japan’s equity market, particularly on a price-to-book value basis, have remained attractive to us relative
to other markets. Corporate fundamentals have remained quite conservative, with forward expected earnings growth at
significantly lower levels than peers. Some interim concerns for us are moderating global growth, moderating profit
margins and increased trade tensions.

Canada

–

+

We see select opportunities within Canada, with financials benefiting from a rising interest-rate environment, and the
energy sector benefiting from higher crude oil prices. However, uncertainty remains in the form of an economy running at
capacity, a stretched consumer, signs of falling home prices, and NAFTA negotiations still in play.

Pacific ex Japan

–

+

With banks and related financial companies representing heavier weights in the region, concerns about Australian banks
have remained due to lower expected loan growth, higher regulatory costs and dividend payouts that appear
unsustainable.

Emerging (EM)

–

+

In general, EMs continue to post improving consumer growth; however, complications from trade tariff escalation may
continue with US midterm elections in November. Although Fed policy normalization and some EMs showing signs of
vulnerability (e.g., Argentina and Turkey) present headwinds, profit margins and return-on-equity ratios have stabilized in
the past month.

US Treasuries

–

+

The Federal Open Market Committee dot plot is still pricing in a more aggressive interest-rate path beyond 2018 than
market expectations. Though the Fed chair’s comments in Jackson Hole reiterated a steady pace for interest-rate
increases, we believe the markets continue to underestimate the pace in later years. As a result, we prefer short duration
exposure.

Eurozone Govt. Bonds

–

+

Valuations have appeared especially full in the eurozone, where term premiums are the lowest among government
bonds. Quantitative easing from the European Central Bank is scheduled to end in December. Italy’s new government
presents its budget in mid-September, with uncertainty leading up to the announcement.

Japan Govt. Bonds

–

+

The Bank of Japan updated its monetary policy stance by widening its tolerance band on 10-year government bond
yields, but it was also able to effectively maintain its guidance that key interest rates remain unchanged and will remain
so for an “extended period.”

High Yield

–

+

While valuations have been tight, we believe the economic backdrop remains supportive of riskier fixed income sectors
such as high yield. Less new issuance in high yield in 2018 so far is helping supply/demand balance. There also has
been a positive trend in upgrades within the sector. We believe bank loans can be an attractive complement to high
yield, given less sensitivity to Fed rate hikes.

Investment Grade (IG)

–

+

The investment-grade sector has more duration risk than other bond sectors. Corporate fundamentals are stable;
however, leverage is high and spreads have been tight, while technical conditions are less supportive. We expect a
higher ratio of downgrades to upgrades.

EM Debt

–

+

Turbulent credit markets in Turkey and Argentina were indicative of how countries with weak fundamentals may be
targeted. In contrast, we find a number of EM countries have enough buffers to withstand sector headwinds. We
therefore view selective positioning as important, as some countries are more exposed to the rising cost of capital.

Represents month-over-month change

(+)

Our Viewpoint

Asset Class

No arrow = No change from the previous month

The graphic reflects the views of the ISRC regarding each asset class relative to a neutral portfolio allocation. All viewpoints reflect solely the views and opinions of the ISRC. Equity
regions and fixed income sector totals roll up to the main asset classes.
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WHAT ARE THE RISKS?
All investments involve risks, including possible loss of principal. Stock prices fluctuate, sometimes rapidly and dramatically, due to
factors affecting individual companies, particular industries or sectors, or general market conditions. Bond prices generally move in
the opposite direction of interest rates. Thus, as the prices of bonds in an investment portfolio adjust to a rise in interest rates, the
value of the portfolio may decline. Special risks are associated with foreign investing, including currency fluctuations, economic
instability and political developments. Investments in emerging markets, of which frontier markets are a subset, involve heightened
risks related to the same factors, in addition to those associated with these markets’ smaller size, lesser liquidity and lack of
established legal, political, business and social frameworks to support securities markets. Because these frameworks are typically
even less developed in frontier markets, as well as various factors including the increased potential for extreme price volatility,
illiquidity, trade barriers and exchange controls, the risks associated with emerging markets are magnified in frontier markets.
Derivatives, including currency management strategies, involve costs and can create economic leverage in a portfolio which may
result in significant volatility and cause the portfolio to participate in losses (as well as enable gains) on an amount that exceeds the
portfolio’s initial investment. A strategy may not achieve the anticipated benefits, and may realize losses, when a counterparty fails
to perform as promised. Currency rates may fluctuate significantly over short periods of time and can reduce returns. Investing in
the natural resources sector involves special risks, including increased susceptibility to adverse economic and regulatory
developments affecting the sector—prices of such securities can be volatile, particularly over the short term.
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IMPORTANT LEGAL INFORMATION
This material is intended to be of general interest only and
should not be construed as individual investment advice or a
recommendation or solicitation to buy, sell or hold any security
or to adopt any investment strategy. It does not constitute legal
or tax advice.
The views expressed are those of the investment manager and
the comments, opinions and analyses are rendered as at
publication date and may change without notice. The
information provided in this material is not intended as a
complete analysis of every material fact regarding any country,
region or market. All investments involve risks, including
possible loss of principal.
Data from third-party sources may have been used in the
preparation of this material and Franklin Templeton Investments
(“FTI”) has not independently verified, validated or audited such
data. FTI accepts no liability whatsoever for any loss arising
from use of this information and reliance upon the comments
opinions and analyses in the material is at the sole discretion of
the user.
Products, services and information may not be available in all
jurisdictions and are offered outside the US by other FTI
affiliates and/or their distributors as local laws and regulation
permits. Please consult your own professional adviser for
further information on availability of products and services in
your jurisdiction.
Issued in the US by Franklin Templeton Distributors, Inc., One
Franklin Parkway, San Mateo, California 94403-1906, (800)
DIAL BEN/342-5236, franklintempleton.com - Franklin
Templeton Distributors, Inc. is the principal distributor of
Franklin Templeton Investments’ US registered products, which
are available only in jurisdictions where an offer or solicitation of
such products is permitted under applicable laws and
regulation.
Australia: Issued by Franklin Templeton Investments Australia Limited
(ABN 87 006 972 247) (Australian Financial Services License Holder
No. 225328), Level 19, 101 Collins Street, Melbourne, Victoria, 3000.
Austria/Germany: Issued by Franklin Templeton Investment Services
GmbH, Mainzer Landstraße 16, D-60325 Frankfurt am Main, Germany.
Authorized in Germany by IHK Frankfurt M., Reg. no. D-F-125-TMX108. Canada: Issued by Franklin Templeton Investments Corp., 5000
Yonge Street, Suite 900 Toronto, ON, M2N 0A7, Fax: (416) 364-1163,
(800) 387-0830, www.franklintempleton.ca. In Canada, FT Multi-Asset
Solutions is part of Fiduciary Trust Company of Canada, a wholly
owned subsidiary of Franklin Templeton Investments Corp. Dubai:
Issued by Franklin Templeton Investments (ME) Limited, authorized
and regulated by the Dubai Financial Services Authority. Dubai office:
Franklin Templeton Investments, The Gate, East Wing, Level 2, Dubai
International Financial Centre, P.O. Box 506613, Dubai, U.A.E., Tel.:
+9714-4284100, Fax: +9714-4284140. France: Issued by Franklin

Templeton France S.A., 20 rue de la Paix, 75002 Paris, France. Hong
Kong: Issued by Franklin Templeton Investments (Asia) Limited, 17/F,
Chater House, 8 Connaught Road Central, Hong Kong. Italy: Issued by
Franklin Templeton International Services S.à r.l. – Italian Branch,
Corso Italia, 1 – Milan, 20122, Italy. Japan: Issued by Franklin
Templeton Investments Japan Limited. Korea: Issued by Franklin
Templeton Investment Trust Management Co., Ltd., 3rd fl., CCMM
Building, 12 Youido-Dong, Youngdungpo-Gu, Seoul, Korea 150-968.
Luxembourg/Benelux: Issued by Franklin Templeton International
Services S.à r.l. – Supervised by the Commission de Surveillance du
Secteur Financier – 8A, rue Albert Borschette, L-1246 Luxembourg –
Tel: +352-46 66 67-1, Fax: +352- 46 66 76. Malaysia: Issued by
Franklin Templeton Asset Management (Malaysia) Sdn. Bhd. & Franklin
Templeton GSC Asset Management Sdn. Bhd. Poland: Issued by
Templeton Asset Management (Poland) TFI S.A., Rondo ONZ 1; 00124 Warsaw. Romania: Issued by the Bucharest branch of Franklin
Templeton Investment Management Limited, 78-80 Buzesti Street,
Premium Point, 7th–8th Floor, 011017 Bucharest 1, Romania.
Registered with Romania Financial Supervisory Authority under no.
PJM01SFIM/400005/14.09.2009, authorized and regulated in the UK
by the Financial Conduct Authority. Singapore: Issued by Templeton
Asset Management Ltd. Registration No. (UEN) 199205211E. 7
Temasek Boulevard, #38-03 Suntec Tower One, 038987, Singapore.
Spain: Issued by the branch of Franklin Templeton Investment
Management, Professional of the Financial Sector under the
Supervision of CNMV, José Ortega y Gasset 29, Madrid. South Africa:
Issued by Franklin Templeton Investments SA (PTY) Ltd which is an
authorized Financial Services Provider. Tel: +27 (21) 831 7400 Fax:
+27 (21) 831 7422. Switzerland: Issued by Franklin Templeton
Switzerland Ltd, Stockerstrasse 38, CH-8002 Zurich. UK: Issued by
Franklin Templeton Investment Management Limited (FTIML),
registered office: Cannon Place, 78 Cannon Street, London EC4N 6HL.
Authorized and regulated in the United Kingdom by the Financial
Conduct Authority. Nordic regions: Issued by Franklin Templeton
Investment Management Limited (FTIML), Swedish Branch,
Blasieholmsgatan 5, SE-111 48 Stockholm, Sweden. Phone: +46 (0) 8
545 01230, Fax: +46 (0) 8 545 01239. FTIML is authorized and
regulated in the United Kingdom by the Financial Conduct Authority
and is authorized to conduct certain investment services in Denmark, in
Sweden, in Norway and in Finland. Offshore Americas: In the US, this
publication is made available only to financial intermediaries by
Templeton/Franklin Investment Services, 100 Fountain Parkway, St.
Petersburg, Florida 33716. Tel: (800) 239-3894 (USA Toll-Free), (877)
389-0076 (Canada Toll-Free), and Fax: (727) 299-8736. Investments
are not FDIC insured; may lose value; and are not bank guaranteed.
Distribution outside the US may be made by Templeton Global
Advisors Limited or other sub-distributors, intermediaries, dealers or
professional investors that have been engaged by Templeton Global
Advisors Limited to distribute shares of Franklin Templeton funds in
certain jurisdictions. This is not an offer to sell or a solicitation of an
offer to purchase securities in any jurisdiction where it would be illegal
to do so.

1. Source: Turkish Statistical Institute. As of August 2018.
2. Source: International Monetary Fund, 2017.
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