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When	the	masses	are	against	you,	it’s	hard	to	stand	your	ground.	Going	against	the	crowd

is	familiar	turf	for	Michael	Hasenstab,	who	manages	Templeton	Global	Bond	Fund	and	co-

manages	Templeton	Global	Balanced	Fund,	and	certainly	knows	the	virtue	of	patience.	He

has	staunchly	defended	his	investment	theses	over	the	years,	tuning	out	the	naysayers

and	market	noise	time	and	again.	Ireland,	a	country	that	only	a	few	short	years	ago,	few

investors	wanted	to	touch,	is	a	case	in	point.	It’s	become	one	of	the	biggest	turnaround

stories	emerging	from	Europe’s	debt	crisis.	Hasenstab	continues	to	stress	the	importance

of	taking	a	long-term	view	and	standing	your	ground,	and	says	investors	should	exercise

patience	not	only	in	other	parts	of	Europe	today,	but	also	in	select	emerging	markets,

including	China.

We’re	very	excited	about	the	investment	possibilities	ahead	in	2014,	and	are	generally

optimistic	about	many	parts	of	the	world.	As	I	have	been	travelling	and	conducting

research	in	Asia,	I	thought	it	was	worth	highlighting	some	of	the	things	that	excite	us

about	the	region,	for	example	in	China.	We	think	China	is	on	the	cusp	of	some	major

financial	market	reforms	that,	ultimately,	could	reshape	its	economy	and	financial

landscape	in	the	next	decade.	We	think	the	success	of	those	reforms	could	provide	a	more

sustainable	growth	pattern	for	China’s	economy,	so	we	are	excited.	In	the	short	term,	the

environment	is	likely	to	be	volatile,	but	long-term,	we	think	the	changes	going	on	in	China

are	exciting	and	will	spread	throughout	the	region.	It’s	important	to	be	patient,	and	take	a

long-term	view	as	China	transforms.

Some	of	the	opportunities	we	see	in	2014,	first	and	foremost,	would	be	in	active	currency

management.	We	think	some	of	the	major	global	monetary	policy	initiatives	and	changes,

including	the	US	Federal	Reserve’s	tapering	of	its	asset	purchase	program,	the
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continuation	of	Japan’s	massive	money	printing	regime,	and	the	likelihood	of	Europe

maintaining	fairly	easy	policy,	could	lead	to	fairly	large	changes	in	exchange	rates.	As	the

Fed	begins	pulling	back	on	its	asset	purchases,	we	see	the	US	dollar	likely	to	appreciate

versus	the	euro	and	versus	the	yen.	But,	as	the	US	economy	improves,	we	also	think	it

could	create	better	opportunities	in	select	emerging	markets.	There’s	been	some

pessimism	surrounding	emerging	markets	overall	recently,	but	the	reality	is	there’s	a	lot	of

divergence	in	emerging	markets.	For	example,	in	2013,	Hungary’s	bond	market	was	one	of

the	best-performing	markets,	up	over	10% ,	whereas	South	Africa’s	bond	market	was

down	close	to	20% .	That	variance	is	significant,	and	we	think	this	year,	it	will	likewise	be

important	to	be	selective	as	investors.	We	think	there	are	a	number	of	countries,	including

Mexico	and	South	Korea,	that	offer	opportunities.	In	Asia	broadly,	we	see	a	lot	of

bearishness	even	in	places	like	South	Korea,	which	we	think	is	moving	up	the	value-added

chain	in	terms	of	export	competitiveness	and	is	supported	by	a	current	account	surplus,

robust	economic	growth	rates	and	an	interest	rate	advantage.	We	think	Korea	represents

another	place	where	patience	is	needed,	with	a	long-term	investment	horizon,	similar	to

Ireland.

That	said,	we	also	think	there	are	parts	of	the	world	that	one	should	be	fairly	concerned

about.

Ireland	is	a	good	example	of	what	we	think	we	do	best:	identify	opportunities	in	periods	of

panic	when	everyone	is	selling,	and	then	step	in	and	take	advantage	of	that	panic.	We	did

it	in	Ireland;	we’ve	done	it	in	Hungary.	We	have	oftentimes	done	it	throughout	the	world.

Ireland	recently	exited	the	troika	and	has	now	re-accessed	the	market.	On	January	7,

Ireland’s	international	issuance	of	10-year	government	bonds	was	met	with	over	US$20

billion	of	demand	on	one	single	day.	This	just	goes	to	show	how	things	can	change.	We

took	advantage	of	the	panic	we	saw	in	Ireland	in	2011.	When	no	one	was	buying,	we

stepped	in.	Now	the	world	is	interested	in	Ireland	again,	and	to	us,	it	proves	having

patience	can	be	rewarded.	Hopefully,	Ireland’s	story	will	be	repeated	in	many	parts	of	the

world	that	are	struggling	today.	Even	though	the	stories	will	be	different,	we	plan	to

continue	stepping	in	when	other	people	are	panicking.	That’s	really	the	heart	and	soul	of

what	our	strategy	is	about.
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Our	view	of	the	Eurozone	for	quite	some	time	has	been	that	Armageddon	wouldn’t	happen.

Sure,	the	Eurozone	is	very	troubled,	there	are	a	lot	of	policy	complications	and	there	is	a

lack	of	coordination.	However,	at	the	end	of	the	day,	we	felt	the	European	Central	Bank

(ECB)	would	print	a	tremendous	amount	of	money	to	prevent	Armageddon.	And	that	still	is

our	central	scenario.

Going	forward,	we	think	growth	is	most	likely	to	be	very	weak	in	the	Eurozone,	and	the

ECB	will	most	likely	continue	to	be	incredibly	accommodative.	As	a	result,	the	euro

probably	will	weaken	against	the	US	dollar.	We	think	the	opportunity	in	Europe,	though,	is

really	on	the	periphery.	Countries	like	Hungary	and	Poland,	which	have	competitive	labor

markets,	low	taxes,	good	growth	rates	and	are	tied	to	the	German	export	machine,	present

a	lot	of	investment	opportunities	to	us.	These	countries	look	more	exciting	to	us	than	some

parts	of	core	Europe	that	we	think	will	be	fairly	problematic	for	some	time.	We	don’t	think

that	the	Eurozone	will	be	a	strong	growth	engine,	but	we	also	don’t	think	it’s	going	to	be

the	Armageddon	that	some	people	had	feared	a	number	of	years	ago.

In	today’s	environment,	we	don’t	think	it	makes	sense	to	take	a	lot	of	interest	rate	risk,	but

it	does	make	sense	to	take	some	currency	risk.	We	believe	an	unconstrained,	global

approach	allows	us	to	exploit	those	opportunities	in	a	way	that	can	deliver	some

interesting	opportunities	to	investors	in	2014	and	beyond.

	

For	timely	investing	tidbits,	follow	us	on	Twitter	@FTI_US	and	on	LinkedIn.

All	investments	involve	risks,	including	possible	loss	of	principal.	Currency	rates	may

fluctuate	significantly	over	short	periods	of	time,	and	can	reduce	returns.	Derivatives,

including	currency	management	strategies,	involve	costs	and	can	create	economic

leverage	in	the	portfolio	which	may	result	in	significant	volatility	and	cause	the	fund	to

participate	in	losses	(as	well	as	enable	gains)	on	an	amount	that	exceeds	the	fund’s	initial

http://twitter.com/FTI_US
http://www.linkedin.com/company/3676?trk=tyah


investment.	The	fund	may	not	achieve	the	anticipated	benefits,	and	may	realize	losses

when	a	counterparty	fails	to	perform	as	promised.	Foreign	securities	involve	special	risks,

including	currency	fluctuations	and	economic	and	political	uncertainties.	Investments	in

emerging	markets	involve	heightened	risks	related	to	the	same	factors,	in	addition	to

those	associated	with	these	markets’	smaller	size	and	lesser	liquidity.	Investments	in

lower-rated	bonds	include	higher	risk	of	default	and	loss	of	principal.	Changes	in	interest

rates	will	affect	the	value	of	the	fund’s	portfolio	and	its	share	price	and	yield.	Bond	prices

generally	move	in	the	opposite	direction	of	interest	rates.	As	the	prices	of	bonds	in	the

fund	adjust	to	a	rise	in	interest	rates,	the	fund’s	share	price	may	decline.	The	fund	is	also

non-diversified,	which	involves	the	risk	of	greater	price	fluctuation	than	a	more	diversified

portfolio.	Changes	in	the	financial	strength	of	a	bond	issuer	or	in	a	bond’s	credit	rating	may

affect	its	value.	These	and	other	risk	considerations	are	described	in	the	Templeton	Global

Bond	Fund’s	prospectus.

All	investments	involve	risks,	including	possible	loss	of	principal.	Special	risks	are

associated	with	foreign	investing	including	currency	fluctuations,	economic	instability	and

political	developments;	investments	in	emerging	markets	involve	heightened	risks	related

to	the	same	factors.	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	the	fund	adjust	to	a	rise	in	interest	rates,	the	fund’s	share	price	may

decline.	The	risks	associated	with	higher-yielding,	lower-rated	debt	securities	include

higher	risk	of	default	and	loss	of	principal.	To	the	extent	the	Fund	focuses	on	particular

countries,	regions,	industries,	sectors	or	types	of	investment	from	time	to	time,	it	may	be

subject	to	greater	risks	of	adverse	developments	in	such	areas	of	focus	than	a	fund	that

invests	in	a	wider	variety	of	countries,	regions,	industries,	sectors	or	investments.	Current

political	uncertainty	surrounding	the	European	Union	(EU)	and	its	membership	may

increase	market	volatility.	The	financial	instability	of	some	countries	in	the	EU,	including

Greece,	Italy	and	Spain,	together	with	the	risk	of	that	impacting	other	more	stable

countries	may	increase	the	economic	risk	of	investing	in	companies	in	Europe.	The	fund’s

investment	in	derivative	securities,	such	as	swaps,	financial	futures	and	option	contracts,
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and	use	of	foreign	currency	techniques	involve	special	risks	as	such	may	not	achieve	the

anticipated	benefits	and/or	may	result	in	losses	to	the	fund.	These	and	other	risk

considerations	are	described	in	the	Templeton	Global	Balanced	Fund’s	prospectus.

	

1.	Bloomberg	L.P.,	J.P.	Morgan	GBI-EM	Global	Hungary	sub-index,	J.P.	Morgan	GBI-EM	Global

South	Africa	sub-index.	Copyright	©	2014.	JPMorgan	Chase	&	Co.	All	rights	reserved.	J.P.

Morgan	is	the	marketing	name	for	JPMorgan	Chase	&	Co.,	and	its	subsidiaries	and	affiliates

worldwide.	Franklin	Templeton	products	are	not	sponsored,	endorsed,	sold	or	promoted	by

J.P.	Morgan.	J.P.	Morgan	GBI-EM	Global	Hungary	sub-index/J.P.	Morgan	GBI-EM	Global	South

Africa	sub-index	is	created	based	on	stated,	established	rules.	The	creation	or	use	of	J.P.

Morgan	GBI-EM	Global	Hungary	sub-index/J.P.	Morgan	GBI-EM	Global	South	Africa	sub-index

does	not	constitute	a	recommendation	by	J.P.	Morgan	of	Franklin	Templeton	products	or	a

trade	recommendation	by	J.P.	Morgan.	J.P.	Morgan	makes	no	representation	or	warranty,

express	or	implied,	with	respect	to	Franklin	Templeton	products	or	the	advisability	of

investing	in	securities	generally,	or	in	Franklin	Templeton	products	particularly,	or	the

ability	of	J.P.	Morgan	GBI-EM	Global	Hungary	sub-index/J.P.	Morgan	GBI-EM	Global	South

Africa	sub-index	to	track	bond	market	performance.	J.P.	Morgan	has	no	obligation	to	take

the	needs	of	the	prospective	purchasers	or	owners	of	the	J.P.	Morgan	GBI-EM	Global

Hungary	sub-index/J.P.	Morgan	GBI-EM	Global	South	Africa	sub-index	into	consideration	in

determining,	composing	or	calculating	J.P.	Morgan	GBI-EM	Global	Hungary	sub-index/J.P.

Morgan	GBI-EM	Global	South	Africa	sub-index.	J.P.	Morgan	is	not	responsible	for	and	has

not	participated	in	the	determination	of	the	timing	of,	prices	at,	or	quantities	of	Franklin

Templeton	products.	J.P.	Morgan	has	no	obligation	or	liability	in	connection	with	the

administration,	marketing	or	trading	of	Franklin	Templeton	products.	J.P.	Morgan	GBI-EM

Global	Hungary	sub-index/J.P.	Morgan	GBI-EM	Global	South	Africa	sub-index	IS	PROVIDED

“AS	IS”	WITH	ANY	AND	ALL	FAULTS.	J.P.	MORGAN	DOES	NOT	GUARANTEE	THE	AVAILABILITY,

SEQUENCE,	TIMELINESS,	QUALITY,	ACCURACY	AND/OR	THE	COMPLETENESS	OF	J.P.	Morgan

GBI-EM	Global	Hungary	sub-index/J.P.	Morgan	GBI-EM	Global	South	Africa	sub-index

AND/OR	ANY	DATA	INCLUDED	THEREIN,	OR	FROM	ANY	USE	OF	J.P.	Morgan	GBI-EM	Global

Hungary	sub-index/J.P.	Morgan	GBI-EM	Global	South	Africa	sub-index	J.P.	MORGAN	MAKES

NO	EXPRESS	OR	IMPLIED	WARRANTIES,	AND	HEREBY	EXPRESSLY	DISCLAIMS	ALL
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WARRANTIES	OF	MERCHANTABILITY	OF	FITNESS	FOR	A	PARTICULAR	PURPOSE	OR	USE

WITH	RESPECT	TO	J.P.	Morgan	GBI-EM	Global	Hungary	sub-index/J.P	Morgan	GBI-EM	Global

South	Africa	sub-index	OR	ANY	DATA	INCLUDED	THEREIN,	OR	FROM	ANY	USE	OF	J.P.

Morgan	GBI-EM	Global	Hungary	sub-index/J.P.	Morgan	GBI-EM	Global	South	Africa	sub-

index.	THERE	ARE	NO	REPRESENTATIONS	OR	WARRANTIES	WHICH	EXTEND	BEYOND	THE

DESCRIPTION	ON	THE	FACE	OF	THIS	DOCUMENT,	IF	ANY.	ALL	WARRANTIES	AND

REPRESENTATIONS	OF	ANY	KIND	WITH	REGARD	TO	J.P.	Morgan	GBI-EM	Global	Hungary	sub-

index/J.P.	Morgan	GBI-EM	Global	South	Africa	sub-index	IS	DISCLAIMED	INCLUDING	ANY

IMPLIED	WARRANTIES	OF	MERCHANTABILITY,	QUALITY,	ACCURACY,	FITNESS	FOR	A

PARTICULAR	PURPOSE	AND/OR	AGAINST	INFRINGEMENT	AND/OR	WARRANTIES	AS	TO	ANY

RESULTS	TO	BE	OBTAINED	BY	AND/OR	FROM	THE	USE	OF	J.P.	Morgan	GBI-EM	Global

Hungary	sub-index/J.P.	Morgan	GBI-EM	Global	South	Africa	sub-index	WITHOUT	LIMITING

ANY	OF	THE	FOREGOING,	TO	THE	FULLEST	EXTENT	PERMITTED	BY	LAW,	IN	NO	EVENT

SHALL	J.P.	MORGAN	HAVE	ANY	LIABILITY	FOR	ANY	SPECIAL,	PUNITIVE,	DIRECT,	INDIRECT,

OR	CONSEQUENTIAL	DAMAGES,	INCLUDING	LOSS	OF	PRINCIPAL	AND/OR	LOST	PROFITS,	IN

CONNECTION	WITH	J.P.	Morgan	GBI-EM	Global	Hungary	sub-index/J.P.	Morgan	GBI-EM

Global	South	Africa	sub-index	AND/OR	Franklin	Templeton	products	EVEN	IF	NOTIFIED	OF

THE	POSSIBILITY	OF	SUCH	DAMAGES.

Past	performance	is	no	guarantee	of	future	results.	Indexes	are	unmanaged,	and	one

cannot	directly	invest	in	an	index.
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Links	can	take	you	to	third	party	sites/media,	directly	or	through	new	browser	windows.	We
urge	you	to	review	the	privacy,	security,	terms	of	use,	and	other	policies	of	each	site	you	visit.
You	use	any	third-party	site,	software,	and	materials	at	your	own	risk.	Franklin	Templeton	does
not	control,	adopt,	endorse	or	accept	responsibility	for	content,	tools,	products,	or	services
(including	any	software,	links,	advertising,	opinions	or	comments)	available	on	or	through	third
party	sites	or	software.

Franklin	Templeton	welcomes	your	feedback	on	this	blog.	To	keep	the	conversation	respectful
and	focused,	please	follow	our	current	Commenting	Guidelines.	We	review	comments	and
reserve	the	right	to	block	any	comment	or	commenter,	including	those	that	we	may	deem
inappropriate	or	offensive.	We	may	block	any	comment	or	commenter	whose	posts	include
investment	testimonials,	advice,	or	recommendations,	or	advertisements	for	products	or
services,	or	other	promotional	content.

Questions	or	comments	about	your	Franklin	Templeton	account	or	customer-service	issues?
Please	contact	us	directly	but	never	include	account	or	personal	financial	information	in	your
comments.

The	comments,	opinions	and	analyses	are	the	personal	views	expressed	by	the	investment
manager	and	are	intended	to	be	for	informational	purposes	and	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	information	provided	in	this	material	is	rendered	as	at	publication	date
and	may	change	without	notice	and	it	is	not	intended	as	a	complete	analysis	of	every	material
fact	regarding	any	country,	region,	market	or	investment.

Investors	should	carefully	consider	a	fund’s	investment	goals,	risks,	charges	and	expenses
before	investing.	To	obtain	a	summary	prospectus	and/or	prospectus,	which	contains	this	and
other	information,	talk	to	your	financial	advisor,	call	us	at	(800)	DIAL	BEN/342-5236	or	visit
franklintempleton.com.	Please	carefully	read	a	prospectus	before	you	invest	or	send	money.

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.
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