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It’s	fair	to	say	that	investors	will	likely	never	be	fully	comfortable	with	market	volatility.	But

actively	managing	the	inevitable	bumps	that	accompany	equity	investments,	even	in	bull

markets,	can	help	make	the	ride	a	little	less	harrowing,	according	to	Ed	Perks,	executive

vice	president	and	director	of	Portfolio	Management,	Franklin	Equity	Group®.	He	explains

how	understanding	the	fundamental	dynamics	behind	market	selloffs	is	key	to	uncovering

potential	opportunities	in	the	face	of	a	rough	market	ride.	He	favors	a	diversified

investment	strategy	across	asset	classes,	supported	by	a	layered	approach	to	risk

management.

At	the	end	of	2013,	some	forecasters	had	quite	ambitious	expectations	for	the	US

economy	in	2014.	We	saw	a	bit	of	a	correction	to	those	expectations	reflected	in	the

markets	in	January,	in	addition	to	a	selloff	that	swept	many	emerging	markets.	Extreme

weather	across	much	of	the	US	that	has	continued	into	February	has	further	contributed	to

US	growth	concerns,	at	least	in	the	short	term.

In	fixed	income	markets,	the	picture	has	been	very	different	since	the	start	of	the	year.

Fixed	income	markets	were	impacted	by	rising	long-term	interest	rates	for	much	of	2013,

and	now	we’ve	seen	the	10-year	US	Treasury	actually	declining	in	yield	and	providing	nice

support	for	the	broader	fixed	income	market.

During	2013,	our	portfolio	positioning	favored	equities,	where	our	focus	has	been	on

companies	with	attractive	yields	as	well	as	prospects	for	dividend	growth.	In	May/June

2013,	we	first	started	to	have	a	real	conversation	about	the	“taper”	or	reduction	in	the

Federal	Reserve’s	(Fed)	longstanding	program	of	Treasury	securities	purchases	known	as

quantitative	easing.	At	that	time,	we	saw	a	fairly	substantial	increase	in	long-term	interest



rates	in	the	US.	This	backup	in	interest	rates	caused	some	fairly	significant	declines	in

bond	prices	in	certain	areas	of	the	fixed	income	market.	This	pressure	on	bond	prices	has

presented	some	opportunities	for	us	to	selectively	begin	adding	to	our	fixed	income

holdings.	In	particular,	we’ve	found	investment	ideas	among	recently	issued	corporate

bonds,	which	now	trade	at	discounts	to	par	value.	Generally,	large	valuation	shifts	in

equity	and	fixed	income	markets	can	play	into	our	value-oriented	approach,	as	we	focus

on	specific	company	fundamentals	regardless	of	overall	market	sentiment.

We	think	many	US	companies	are	real	leaders	in	their	industries	globally	and	that	there

are	still	plenty	of	reasons	to	invest	in	them,	based	not	only	on	the	current	outlook	for

growth	in	the	US	economy,	but	also	on	growth	prospects	for	the	global	economy.	Energy,

materials	and	technology	stocks	are	specific	areas	of	interest	to	us	right	now.

The	US	isn’t	the	only	place	we	are	investing,	and	we	have	increasingly	been	looking

outside	the	US	for	investment	opportunities	as	well.	We	focus	on	company-specific

fundamentals	and	look	to	invest	in	companies	we	think	are	well	positioned	regardless	of

where	they’re	domiciled	or	the	broader	macro	climate.

On	the	fixed	income	side	of	the	equation,	we	take	a	similarly	comprehensive	and

diversified	approach,	considering	broader	fundamental	factors	such	as	the	interest	rate

and	global	economic	outlook.	We	look	across	a	wide	range	of	asset	classes	and	securities

to	find	those	which	we	believe	can	potentially	provide	an	attractive	income	stream	for

investors	as	well	as	long-term	capital	appreciation.

One	example	of	this	is	equity-linked	notes.	These	are	hybrid	securities	with	characteristics

of	both	fixed	income	and	equity	investments.	Bond-like	characteristics	include	a	stated

coupon	(which	delivers	income)	and	a	stated	maturity	date.	Equity-like	characteristics

include	linkage	to	the	performance	of	a	single	equity	or	index.

Leveraged	loans—also	called	floating-rate	term	loans	or	bank	loans—are	another	example.

Leveraged	loans	are	considered	below	investment	grade	in	credit	quality,	but	typically

their	“senior”	and	“secured”	status	can	provide	investors	and	lenders	with	a	degree	of



potential	credit	risk	protection,	and	generally	they	bring	less	interest-rate	risk	than	fixed-

rate	term	loans.

Currently,	we’re	finding	particularly	good	opportunities	in	investment-grade	corporates

and	the	higher-quality	segment	of	the	high-yield	market.	With	last	year’s	backup	in	interest

rates,	many	notes	issued	in	late	2012	or	early	2013	now	trade	at	substantial	discounts	to

par.	This,	combined	with	their	higher-yield	opportunity,	is	attractive	to	us.

It’s	really	about	finding	the	right	asset	mix	at	a	given	point	in	time.	Right	now,	we	see

more	new	opportunities	among	fixed	income	securities	than	we	have	seen	in	a	while.	Yet,

at	the	same	time,	equities	look	favorable	in	what	remains	a	relatively	low-yield

environment.

Ed	Perks’	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	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.

To	get	insights	from	Franklin	Templeton	delivered	to	your	inbox,	subscribe	to	the	Beyond

Bulls	&	Bears	blog.

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

All	investments	involve	risks,	including	possible	loss	of	principal.	The	fund’s	share	price

and	yield	will	be	affected	by	interest-rate	movements.	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.	Changes	in	the	financial	strength	of	a

bond	issuer	or	in	a	bond’s	credit	rating	may	affect	its	value.	Investments	in	lower-rated,

higher-yielding	instruments	include	higher	risk	of	default	and	loss	of	principal.	These

securities	carry	a	greater	degree	of	credit	risk	relative	to	investment-grade	securities.

https://pages.e.frk.com/bbb-blog-sub/
http://twitter.com/FTI_US
http://www.linkedin.com/company/3676?trk=tyah


Stock	prices	fluctuate,	sometimes	rapidly	and	dramatically,	due	to	factors	affecting

individual	companies,	particular	industries	or	sectors,	or	general	market	conditions.	These

and	other	risk	considerations	are	discussed	in	the	fund’s	prospectus.

Posted	in	Equity,	Fixed	Income,	Multi-Asset Tagged	actively	managed	mutual	funds,	Ed

Perks,	equity	linked	notes	in	a	mutual	fund,	fixed	income	mutual	funds,	Franklin	Equity

Group,	Franklin	Income	Fund,	investing	in	hybrid	funds,	investing	in	leveraged	loans,

managing	market	volatility

Important	Legal	Information
	

You	can	check	the	background	of	your	investment	professional	on	FINRA’s	 .

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.
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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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