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Ukraine
isa
country
both rich
with

potential

and

strategically well positioned. While recent events have been very difficult for many, the
people of Ukraine have shown their strength. It's also been heartening to see the proactive
support from the international community. Michael Hasenstab, chief investment officer,
Global Bonds, Franklin Templeton Fixed Income Group®, shares his view on the long-term

potential of this unique country after a recent visit to Kiev.
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Our shareholders have entrusted us with searching the globe for potential opportunities in
which to invest for the long term. With that in mind, we were attracted to Ukraine for a

number of reasons.
Long-Term Potential

We believe the long-term potential of Ukraine is remarkable. There’s an incredible wealth
of human capital and agricultural endowment, and Ukraine holds a strategically important
position geographically and geopolitically, straddling Europe and the East. Despite some of
its short-term fiscal issues, Ukraine has little indebtedness. Ukraine’s debt-to-GDP ratio is
just over 40%! which we believe is a manageable amount; it's about half of that of the
United States and a fraction of what so-called “problem” countries typically have. When

we had first considered Ukraine as bond investors, it made sense to us. Then, the crisis

came.

The subsequent events in Ukraine have been tragic
and unsettling. But what encouraged us was the
2 = response to the crisis. We think the current

L3 - L overnment has done an exceptional job, not just of

e P L e : . ' tackling the short-term issues, but also setting the

- . -

stage for Ukraine to potentially flourish over the next five to 10 years, putting in place very

difficult but very important structural reforms. After the ousting of Yanukovych, Ukraine’s
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parliament (Rada) swiftly proposed new legislative reforms, including one to limit

presidential powers.

International Community Response

The international community’s response to the crisis
in Ukraine has been cooperative and proactive,

bringing together the United States, Europe, the

International Monetary Fund (IMF) and the World
Bank into a close dialogue to come up with a reform package that aims to ensure
resolution of not only short-term liquidity issues, but also the potential for long-term
success. According to the World Bank, the first priority should be to establish
macroeconomic and financial sector stability, which should be accompanied by key
structural reforms to jumpstart growth. The World Bank has stated that if a “proper policy

mix” is adopted quickly, growth should resume in Ukraine in 2015.2
Adversity Doesn’t Define Ukraine

As the unrest began to unfold in Ukraine, the
consensus view of investors was (understandably)
quite negative, and that was reflected in market

pricing. Just because the market doesn’t like

something, doesn’t necessarily mean we

automatically like it. However, we look for situations

that are out of favor. When we visit a country and conduct our research, as we have in
Ukraine recently, we often see a different situation or story from the one portrayed in the
media or in the conventional market view. Our perspective is built around on-the-ground
research and a long-term horizon, and in the case of Ukraine, we see a different story
unfolding in the future. Being on the ground, understanding the situation, seeing the long-

term potential—that’s why we are investing in Ukraine.
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We believe the Franklin Templeton Global Bond
Group, with over $190 billion in assets3, has the size
§ to make what may seem like large overall
investments in a single country, and to hold those

positions for as long as appropriate, given that these

positions are generally smaller relative to the larger

portfolios.

Certainly there is a crisis, and visitors can clearly see evidence of the challenges the
country is facing. However, adversity doesn’t define a country: it’'s how the people respond
to adversity that defines a country. And | think the crisis response, the coming together of
the people to make steps in the right direction, is encouraging and even heroic in many

senses.

Michael Hasenstab’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
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.
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. Bond prices generally
move in the opposite direction of interest rates. Thus, as prices of bonds in an investment

portfolio adjust to a rise in interest rates, the value of the portfolio may decline.

Investments in foreign securities involve special risks 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.
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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: © by International Monetary Fund, December 2013. All Rights Reserved.

2.Source: The World Bank, press release, April 4, 2014. “Reforms Critical for Ukraine to

Improve Living Standards.”
3.Source: As of December 31, 2013.
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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.
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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.
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