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The straight “risk-on/risk-off” play where investors flee assets perceived as risky en masse
in times of uncertainty seems to be becoming a bit more nuanced this year. As a bottom-
up stockpicker, Peter Langerman, chairman, president and chief executive officer, Mutual
Series®, takes the short-term emotional response out of the equation as he looks for
opportunities for his portfolios where other investors may have jumped ship. Langerman
discusses where he’s finding value today, why he thinks the markets are probably “right
where they should be” and why some investors may need to take a few risks to meet their

long-term financial goals.

Many people seemed scared out of their minds after the financial crisis five years ago.
We’ve seen the lingering effects of this distress reflected in the results of this year’s
Franklin Templeton Global Investor Sentiment Survey (GISS). The majority of surveyed
investors globally (62%) indicated they believe their local stock market will be up this year,

but more than half (52%) also expect to follow a more conservative investment strategy.*

Why are investors optimistic, yet reluctant to take on risk? Many investors lost money
during the financial crisis, and were not only scared, but also scarred. In some cases, they
felt so burned that encouraging them to tiptoe back into equities even after the market
started to recover was a tough sell. Because of that fear, some investors missed out on the
equity market bull run over the past several years in the United States and in many other
markets. Now there is a sense of concern, of thinking: “Am | too late? Have | missed all the

potential appreciation? Has the so-called ‘easy money’ been made?”

From our perspective at Mutual Series, we don’t get emotional about difficult situations in
the market, and we strive to maintain a balanced view. We look at the markets and at
company specifics from a long-term perspective. While valuations have moved up

considerably from where they were a couple of years ago, and the global economy has


http://bit.ly/1nZnC5o
http://blog-dev-2.fti-projects.com/2014/05/05/taking-emotion-taking-risk/#_ftn1

improved since then as well, | think right now is a reasonable time to be in the market with
a balanced approach, but not necessarily to throw all your chips down at once and buy

every high flier out there.

We encourage investors to likewise take a balanced approach, to be in it for the long-term,
to bear the ups and downs and to not buy something just because you think it will make

you a ton of money in the next two months.
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Finding Value in Europe

n

According to our GISS survey, 62% of investors globally ranked the “eurozone debt crisis
among their top three concerns about investing in Europe this year. And among US
investors, only 5% believed that Western Europe would provide the best equity
opportunities in 2014. Europe is an area we've been interested in not only this year, but
for quite a while. It has been our view, again from a bottom-up perspective as well as
looking at the overall macrodynamics, Europe would continue to recover at a reasonably

slow pace, but remain in recovery mode nonetheless.
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Over the last year or more, we have been able to find a number of investments in Europe
that looked attractive to us, including companies that are more “euro-centric”’—that is,
doing business in Europe as well as being located in Europe. We've been especially
interested in retail businesses and other consumer-oriented businesses that we thought
were undervalued. Our opinions are based on modest assumptions that are neither
particularly optimistic nor particularly pessimistic. More recently, some of those names
have recovered and certainly some of the geographies in Europe have recovered as well,

including a number of countries in the southern periphery.

US and Europe: Trailing Price-to-Earnings & Price-to-Book Value Ratio
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But overall, Europe in many cases still remains a bit behind the United States in terms of
the economic recovery and the stock market recovery, so there are still some selective

bargains there.

A couple of years ago, and even perhaps a little more recently, there still was a lot of
concern about whether Europe would be able to recover from a very, very deep crisis. |

think there was a general view that the United States was a bit ahead of the game in
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terms of recovering, albeit at a slow pace, but had taken the medicine more dramatically,

especially in the banking sector, and therefore was better prepared to recover.

What we have continued to hear and see is an absolute commitment on the part of the
powers that be in Europe to do what is necessary to help prevent Europe from regressing

into the kind of situation it was in a couple of years ago.

Should people looking to invest in Europe be concerned about the debt crisis? Sure. And
there’s also been some concern about deflation. But do | think the issues are as
troublesome as they were several years ago? No. | think when you see what’s going on at
the individual-company level with CEOs and boards as well as at the macro level in Europe,
there is a reasonable balance we can see reflected in the overall valuations and the overall

investment case, which to us look solid.

Having said that, whether it's in Europe or whether it's somewhere else in the world, the
Middle East or Ukraine or elsewhere, there are always unknowns. There are always issues
that are very hard to predict at any given point in time. When market dislocations happen,

it’s often time to think, “this too shall pass.” That's just the world we live in.

US Investors May Overlook European Investment Opportunities’
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1. 2014 Franklin Templeton Global lnvestor Sentiment Survey: conducted in partnership with ORC International from January 2, 2014
to January 15, 2014. It includad 500 anline responses from participants age 25 and older in the U5,

2. Based on F/B ratios of M5C| Europe Index and MECI USA Index. Source: FactSet, MSCL. Data as of 1203113, MSC| makes no
express or implhied warranties or representations and shall have no hability whatsoever with respect to any M3C1 data contained
herein. The MEC] data may not be further redistributed or used as a basis for other indices or any securities or financial products.
This report is not approved, reviewed or produced by MSCI

Al investments involve risks, including possiblz loss of principal.

| Hot FOIC Insured | May Lose Value | No Bank Buarantes | i 3014 Franklin Templeton Investments. All rights reserved. Franklin Templeton Distributors, |ne.

Peter Langerman’s comments, opinions and analyses are for informational purposes only
and should not be considered individual investment advice or recommendations to invest

in any security or to adopt any investment strategy. Because market and economic
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conditions are subject to rapid change, comments, opinions and analyses are rendered as
of the date of the posting and may change without notice. The material is not intended as
a complete analysis of every material fact regarding any country, region, market, industry,

investment or strategy.

Get more perspectives from Franklin Templeton Investments delivered to your inbox.

Subscribe to the Beyond Bulls & Bears blog.
For timely investing tidbits, follow us on Twitter @FTI_US and on LinkedIn.
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. Value securities may not
increase in price as anticipated or may decline further in value. Investments in foreign
securities involve certain risks including currency fluctuations, and economic and political
uncertainties. . 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.

1. Source: Franklin Templeton’s 2014 Global Investor Sentiment Survey was conducted
online by ORC International in January 2014. The survey polled 11,113 investors across 22

countries.
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Important Legal Information
FINRA's BrokerCheck
You can check the background of your investment professional on FINRA’s BrokerCheck.

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.

All investments involve risk, including possible loss of principal.

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. FTl 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.

Franklin Templeton Distributors, Inc.

© 2017. Franklin Templeton Investments. All rights reserved.
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