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Given	that	the	S&P	500	has	been	on	a	tear	since	2008,	logging	double-digit	returns	in	five

of	the	past	six	years,	and	US	Treasury	rates	remain	near	historical	low	levels,	many

investors	are	questioning	their	prospects	for	long-term	total	return.	Ed	Perks,	chief

investment	officer	and	portfolio	manager,	Franklin	Equity	Group®,	offers	his	views	on	why

he	remains	optimistic	about	the	US	market’s	prospects,	and	where	he’s	looking	for

investment	opportunities	today.

When	looking	at	the	broader	investment	backdrop	and	the	most	recent	corporate	earnings

season,	a	few	key	themes	emerge.	From	a	macro	standpoint,	slower	growth	(particularly	in

many	regions	outside	the	United	States),	combined	with	the	strength	in	the	US	dollar,	has

weighed	on	corporate	performance.	We	have	heard	this	from	a	number	of	US	companies

recently	reporting	quarterly	earnings.	The	US	dollar’s	strength	has	clearly	served	as	a

headwind	for	many	multinational	companies	because	as	the	US	dollar	strengthens,	it	can



adversely	impact	domestic	firms	with	significant	overseas	revenue.	On	an	aggregate	basis,

we	have	seen	fairly	modest	revenue	and	earnings	growth	rates	reported	thus	far,	albeit

with	a	fairly	wide	range	of	results	across	sectors.	For	example,	we	have	seen	stronger

growth	from	companies	in	sectors	such	as	technology,	consumer	discretionary	and	health

care,	especially	biotechnology	and	health	care	services.

Notably	within	our	growth-oriented	strategies,	one	area	where	we	are	constructive	is

health	care,	particularly	specialty	pharmaceuticals	and	biotechnology.	We	continue	to	see

very	strong	innovation,	and	research	and	development	(R&D)	results,	which	have	been

driving	improvement	in	drug	pipelines,	and	have	been	helping	support	the	longer-term

outlook	for	revenues	and	earnings	growth.	In	addition,	the	merger	and	acquisition	(M&A)

theme	is	very	important	in	the	sector,	and	for	us	that	goes	beyond	tax	inversions	and	tax

savings.	We	see	the	opportunity	to	improve	inefficient	businesses	through	better

management	execution.	Advances	in	technology	are	improving	the	outlook	for	the	health

care	sector,	and	that’s	an	investment	theme	we	believe	needs	to	be	a	continued	focus.

In	technology,	we	believe	the	proliferation	of	smartphones	globally	and	the	increased	use

of	mobile	computing	create	opportunities	for	investment	across	industries	and	platforms.

Examples	of	such	technologies	include	medical	monitoring	devices	for	diabetes,	factory

automation	and	consumer	applications	related	to	travel,	gaming	and	social	media.

Valuations	within	the	technology	sector	broadly	remain	attractive	relative	to	their	long-

term	growth	prospects,	in	our	view.	The	M&A	theme	is	also	prevalent	in	this	segment	as

well;	we	believe	M&A	could	serve	to	consolidate	and	strengthen	the	technology	sector

going	forward.	We	have	also	observed	an	increase	in	technology	companies	returning	cash

to	shareholders	through	dividends	and	share	repurchase	programs.	All	of	these	conditions

contribute	to	our	positive	multiyear	outlook	for	the	IT	sector.

In	the	year	ahead,	we	remain	fairly	constructive	on	the	outlook	for	the	US	economy	and

markets,	given	two	important	dynamics:	the	health	of	the	consumer	and	the	stimulus

effect	of	lower	input	costs,	most	notably	the	rapid	and	significant	decline	in	energy	prices.

We	believe	lower	energy	prices	could	have	a	very	broad	stimulus	effect	on	a	range	of

sectors	and	industries.



With	regard	to	the	US	consumer,	we	see	some	clearly	positive	trends	that	appear	to	have

durable	traction,	including	job	growth	and	rising	consumer	confidence.	We	believe	the

increases	in	capacity	utilization	broadly	in	the	economy	should	continue	to	provide	support

for	these	measures	throughout	2015.	Though	slower	growth	and	other	problems	in

markets	outside	the	United	States	may	make	for	buzzworthy	headlines,	it	is	important	to

note	that	the	US	economy	is	largely	domestically	oriented.	While	foreign	markets	certainly

are	important	to	many	US	companies,	the	consumer	sector	accounts	for	approximately

68%	of	the	US	economy’s	gross	domestic	product,	while	exports	represent	roughly	13%.

US	consumers	are	in	a	healthier	position	than	they	were	just	a	few	years	ago;	consumer

balance	sheets	have	improved	in	tandem	with	US	corporations,	and	consumer	spending

has	resumed	its	upward	momentum.	Lower	energy	prices	also	provide	a	boost	to

consumers,	as	dollars	otherwise	spent	at	the	pump	can	be	allocated	to	other	areas.

In	addition	to	providing	a	benefit	to	consumers,	lower	energy	input	costs,	in	our	view,

should	have	a	meaningful	impact	on	manufacturing	activity	and	on	a	range	of	industries

that	have	historically	shown	negative	correlations	to	energy	prices,	from	transportation

and	automotive	manufacturing	to	plastics	and	machinery.	We	believe	lower	commodity

prices	could	benefit	some	domestically	focused	businesses	and	enable	them	to

differentiate	versus	peers	during	a	time	of	uncertain	global	growth.



Recent	turmoil	in	the	energy	sector	has	given	us	the	opportunity	to	focus	on	uncovering

attractive	investments	tied	to	what	I	would	describe	as	indiscriminant	selling	that	tends	to

occur	when	a	segment	of	the	market	experiences	the	level	of	volatility	like	we’ve	seen	in
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energy	recently.	I	would	characterize	the	action	in	energy	stocks	over	the	past	few	months

as	herd	mentality	at	its	worst.	For	us,	it’s	about	identifying	the	good	companies	that	are

getting	thrown	out	with	the	bad,	and	that’s	been	a	significant	focus	of	ours	for	the	last

several	months.

Relative	to	six	months	ago,	incremental	opportunities	within	the	energy	sector	have

surfaced	in	oil	field	services	and	equipment,	where	we	have	seen	fairly	significant	declines

as	a	result	of	meaningful	upstream	capital	expenditure	reductions.	While	the	near-term

outlook	has	certainly	been	hampered,	the	longer-term	outlook	for	us	remains	positive	for

this	segment	of	the	energy	market,	largely	due	to	the	increased	technical	sophistication

related	to	many	new	areas	of	production,	combined	with	strong	balance	sheets	and

attractive	dividends.	I	think	this	makes	oil	field	services	and	equipment	an	attractive	area

for	long-term	investors.

A	lot	of	companies	can	make	money	with	$100	[per	barrel]	oil;	however,	in	a	world	of	$55–

$65	oil,	I	think	it’s	far	more	important	to	understand	the	quality	of	the	assets	and	the

ability	of	management	teams	to	drive	down	costs.	These	factors	will	be	imperative	to

determining	investment	success	in	an	environment	of	lower	oil	prices,	so	security	selection

will	be	that	much	more	important	looking	forward.	That’s	where	I	believe	active

management	can	add	value,	particularly	our	bottom-up	security	selection	process,	which	is

the	hallmark	of	our	equity	and	hybrid	strategies.



The	strong	equity	market	performance	that	we	have	seen	generally	over	the	past	year	has

brought	some	opportunities	for	profit-taking.	While	we	still	believe	in	the	potential	for

equities	this	year,	in	Franklin	Income	Fund	and	Franklin	Balanced	Fund,	we	have	increased

our	focus	a	bit	more	on	corporate	bonds,	largely	as	a	function	of	what	we	see	as	a	better

opportunity	set	now,	despite	continued	low	long-term	interest	rates.	We	have	seen

increased	volatility	in	credit	spreads,	which,	in	our	opinion,	has	been	driven	somewhat	by

more	technical	factors	like	assets	flowing	out	of	the	sector	at	times;	that	causes	spreads	to

widen	and	the	yield	opportunity	to	improve.	In	the	second	half	of	2014,	for	example,	we

saw	yields	increase	fairly	meaningfully	across	the	broader	high-yield	corporate	bond

market.	We	do	see	a	compelling	opportunity,	but	we	remain	focused	on	our	fundamental

credit	research	effort	in	order	to	identify	what	we	believe	are	the	unique	opportunities	in

that	market.	One	additional	point	is	in	regard	to	the	opportunity	we	currently	see	in

convertible	securities.	Interest	in	issuing	convertible	securities	to	investors	seems	to	have

accelerated	recently,	which	is	something	we	are	certainly	watching	and	believe	could

present	further	opportunities	for	us	in	2015.

Ed	Perks’s	comments,	opinions	and	analyses	are	for	informational	purposes	only	and
should	not	be	considered	Individual	investment	advice	or	recommendations	to	invest	in
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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.

This	information	is	intended	for	US	residents	only.

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.

CFA®	and	Chartered	Financial	Analyst®	are	trademarks	owned	by	CFA	Institute.

The	fund	seeks	income	by	selecting	investments	such	as	corporate,	foreign	and	US

Treasury	bonds,	as	well	as	stocks	with	relatively	high	dividends.

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.	The	fund’s	portfolio	includes	a

substantial	portion	of	higher-yielding,	lower-rated	corporate	bonds	because	of	the

relatively	higher	yields	they	offer.	Floating-rate	loans	are	lower-rated,	higher-yielding

instruments	that	are	subject	to	increased	risk	of	default	and	can	potentially	result	in	loss	of

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

grade	securities.	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.

Investments	in	the	energy	sector	involve	special	risks,	including	increased	susceptibility	to

adverse	economic	and	regulatory	developments	affecting	the	sector.
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Under	normal	market	conditions,	the	fund	will	invest	in	a	diversified	portfolio	of	common

stocks	(substantially	dividend	paying),	convertible	securities,	and	investment-grade	fixed

income	securities.

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.	As	the	prices	of	bonds	in	the	fund	adjust	to	a	rise	in

interest	rates,	the	fund’s	share	price	may	decline.	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

described	more	fully	in	the	prospectus.

Investments	in	the	energy	sector	involve	special	risks,	including	increased	susceptibility	to

adverse	economic	and	regulatory	developments	affecting	the	sector.

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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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
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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.

http://blog-dev-2.fti-projects.com/commenting/
https://www.franklintempleton.com/retail/app/navigation/views/sec_landingPage.jsf?title=contactus
http://blog-dev-2.fti-projects.com/2015/03/19/optimism-pessimissm-opportunity/#
http://blog-dev-2.fti-projects.com/2015/03/19/optimism-pessimissm-opportunity/#

