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■ INVESTMENT INVOLVES RISKS. Past performance is not indicative of future results. 
■ Investors should read and understand the Fund’s most current offering document, including details of risk factors 

relevant to the Fund before making an investment in the Fund. 
■ The Fund may take significant, long-term positions that the Investment Manager believes are undervalued by the 

market. Companies in which such Funds invest may remain out of favour with the market for extended periods of 
time. Such Funds may continue to hold, and in some cases add to, a declining position so long as the relevant 
Investment Manager continues to view the market as incorrectly valuing the security. As a result, the Fund may face 
the risk of mis-estimation by the Investment Manager in its fundamental analysis regarding the companies in which 
the Fund invests. The performance of the Fund may not closely correlate to specific market indices over time and 
may include extended periods of underperformance as compared to the broader market. 

■ An investment in the Fund may not be suitable for all investors. The investment decision is yours but you should not 
invest in the Fund unless the intermediary who sells it to you has advised you that it is suitable for you and has 
explained why, including how buying it would be consistent with your investment objectives. 

■ The Fund is a sub-fund of Legg Mason Global Funds plc, an open-ended umbrella investment company constituted in 
Ireland. The Fund seeks to achieve long-term capital appreciation principally through investing in securities of U.S. 
issuers that the Investment Manager believes to be undervalued in relation to their intrinsic value. 
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Key Points 

 The Fund continues to be overweight in sectors of the market that the manager considers to be among the cheapest, namely 
healthcare, financials, and technology. 

 The Fund’s overweight position in healthcare is a notable change from its positioning a year ago when it was underweight in 
the sector. In the financials sector, meanwhile, the manager has diversified the Fund’s holdings to include more exposure to 
life insurance groups and asset managers in addition to its holdings in banks. 

 The manager expects to see this year’s high correlations in equity markets come down in 2012 with the result that stock 
picking and valuation should again be the key performance drivers. 

 
This Q&A is based on a teleconference call that took place on 8th December 2011 with Sam Peters 
(SP), who in April 2012 will become sole manager of Legg Mason Capital Management’s value 
equity strategy which underlies the Legg Mason Capital Management Value Fund. 
 
Q: How has the portfolio changed since you joined as its 
co-manager? 

SP: I joined the firm six years ago and became co-portfolio 
manager of the Fund in November last year so there is a lot of 
continuity with my current transition to being the sole manager 
of the strategy with effect from 1st April 2012. 

Looking at the portfolio now compared to 12 months ago, one 
highlight is that we were underweight in healthcare but we are 
now nicely overweight in the sector. In fact, it’s our second 
largest overweight position. I used to run a global healthcare 
team globally for a different firm, so it was a natural place for 
me to start. The sector has done very well because of its 
defensive characteristics, but we’re more excited about the 
long-term valuation opportunity of healthcare. 

Another area that Bill Miller, Mary Chris Gay, and I really thought 
was attractive was mega-cap US stocks. Bill had been talking 
about that prior to me joining the portfolio and we both agreed 
the key was not just buying the big stocks which in the US are 
cash rich and not discounting any growth, but buying the mega-

cap US stocks that have good capital allocation and 
management teams that understand how to allocate capital. A 
lot of this came through going overweight in healthcare, because 
we bought some of the big names in the sector like Pfizer. We 
also increased our consumer staples weighting with stocks that 
had underperformed for about two-and-a-half years, so there 
was a valuation opportunity there. Elsewhere we bought some 
of the integrated oil companies, and changed around some of 
our holdings in the technology and financials sectors. 

The result of this was that we improved the dividend growth 
opportunities of the Fund, and by buying dividends we 
expected to improve our performance during risk-off, or 
downside, market periods. Overall, we wanted to be 
overweight in what we viewed as the cheapest parts of the 
market, namely healthcare, technology, and financials, and 
that’s what we have done. We wanted to have better 
fundamentals and characteristics in the Fund than in the 
S&P500 Index, and obviously much better valuations, and 
that’s also what we think we have done. 
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Q: What changes did you make to the Fund’s exposure to 
the financials sector and why? 

SP: The key issue here is that people say financials are cheap 
for a reason. They cite factors such as new regulations and the 
new normal which means that the US is going to be Japan and 
in Japan there is this deflationary de-levering cycle. The claim is 
also made that if you just short financials and go overweight in 
exporters, you’re going to pick up huge alpha. My counter to that 
is the financials that we hold, such as BlackRock, Aflac, JP 
Morgan, and American Express, means that we own franchise 
financials spread across the life insurance, banks, and asset 
management sectors. Balance sheets in the financials sector 
are in great shape, the best shape in fact I’ve ever seen in 20 
years both from a liquidity and solvency standpoint. Dividend 
yields are attractive and most of the financial stocks that we hold 
we bought below tangible book value.  

A year ago we were just overweight in the big money centre 
banks such as Citibank and Goldman Sachs, but because all 
the financials were equally cheap for the most part, I wanted to 
sprinkle in some other holdings to the portfolio. So I pulled 
back from some of the pure brokerage names, which are going 
to have more regulatory pressure.  

We bought life insurers like MetLife in a big way, for example, 
which is now our largest financial holding. We bought it close 
to half of tangible book value, which we view as an extremely 
low valuation.  

We also bought BlackRock, the asset management group, at a 
double-digit free cash flow yield. So we spread our financials 
exposure around, but without having to give up attractive 
valuations.  

Also noteworthy is that we swapped Bank of America for PNC 
Financial, which is a super-regional in the US. It’s a swap that 
has worked well so far. We sold Bank of America at around 
half the tangible book and we bought PNC at 0.8 times 
tangible book with a 3% dividend yield. We think Bank of 
America is going to be a great stock at some point and may re-
invest in the company but it’s just not right to do that today, in 
my opinion.  

Q: What macro environment would you expect to be most 
advantageous for the Fund? 

SP: We’d expect the big macro win for us to be a US recovery, 
especially around housing. I don’t know exactly when that will 
come, but clearly there are some signs that the US is doing a 
lot better than a lot of places in the world. I think we have 
some huge inherent advantages in the US. At the same time, 
ironically, we think we’re well positioned if there is a global 
growth scare. Europe is the centre of attention for this now. We 
think we would actually pick up ground because we’re 
underweight global cyclicals. Oil prices are up 15% a year over 

the last ten years and gold has compounded even better, up 
17% a year over the last ten years. If you think these two 
situations are going to repeat themselves, then this is not the 
portfolio for you.  

Taking the other side, if Europe infects the world, brings down 
global growth and hurts Asia, we would actually expect to pick 
up nice relative ground because investors are still very much 
overweight global cyclicals and not overweight in the areas 
where we are overweight. But the macro backdrop we want 
most is US recovery.  

Q: How worried are you about the situation in Europe? 

SP: US exports to Europe are 2% of GDP, so there are not a 
lot of downside multipliers on that. The S&P 500’s exposure to 
European revenues is about 18%, so Europe matters, but we 
believe based on such considerations that it doesn’t present 
the macro risks for the US that some people think. The key for 
2012 to be a reasonably good year and more friendly to 
valuation, which I think it will be, is that we can’t have a 
complete disaster in Europe where the euro dissolves, etc. 
Some of the fear of this is clearly priced into the market, but 
we think we’ll avoid that outcome.  

Q: What are your main challenges in the current 
environment?   

SP: For me and every other active portfolio manager, one of 
the key challenges is that we’ve got a highly correlated market 
with more and more things being thrown into the ‘risk-on’ 
bucket. As well as this, valuation spreads are very low with a 
lot of stocks being priced the same. So for us, finding cheap 
stocks isn’t the problem, rather it’s how you put them together 
in the portfolio. Coming back to financials, for example, we 
think they’re the most attractive part of the portfolio but I also 
know they’re going to drive a lot of volatility. So the question 
becomes how do you put very cheap financials together with 
other things to smooth out the ride while at the same time 
making sure you do not sacrifice valuation.   

Q: How does this affect your outlook for the Fund in 2012? 

SP: At the moment a lot of people are just thinking of equities 
as a risk asset, like a correlated risk asset or as a lump of risk 
assets, so we’re getting these high volatility periods. I think 
that should start to abate as some of the macro issues recede. 
As a result, correlations should come down, which would be a 
big help for stock pickers. If that happens, it should be 
beneficial to us. We don’t need it to come down a lot. Currently, 
correlations are at 80%, which is a historic high. If they came 
down to 60%, which is still historically high, we should be set 
up to do much better. So we are encouraged as we expect to 
see correlations come down and stock picking and valuation to 
matter more in 2012. 
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IMPORTANT INFORMATION 

The Fund may continue to hold, and in some cases add to, a declining position so long as the Investment Manager believes the 
security is undervalued by the market. Hence, the Fund faces the risk of mis-estimation by the Investment Manager in its 
fundamental analysis regarding the companies in which it invests. The performance of the Fund may not closely correlate to 
specific market indices over time and may include extended periods of underperformances as compared to the broader market. 
Investment in equity securities may involve risks, including issuer, industry, market and general economic related risks. 

The Fund may invest in certain types of derivative instruments for efficient portfolio management purposes. Please refer 
to the prospectus for more information. 

Source: Legg Mason Capital Management. This document is issued by Legg Mason Asset Management Hong Kong Limited in Hong 
Kong and Legg Mason Asset Management Singapore Pte. Limited in Singapore (“Legg Mason”). This document is for information 
only and does not constitute an offer or invitation to the public to purchase any shares in any fund in Hong Kong or Singapore. 

This document is for information only and is not intended to provide investment advice. All data, opinions, estimates and other 
information are provided as of the date of this document and may be subject to change without notice. Where past performance is 
quoted, such figures are not indicative of future performance. Investors intending to subscribe for any units or shares of a fund should 
refer to the Fund’s most current offering document. INVESTMENT INVOLVES RISKS. Please refer to the offering documents for 
further details, including the risk factors. Although information has been obtained from sources that Legg Mason believes to be reliable, 
no guarantee can be given as to its accuracy and such information may be incomplete or condensed and may be subject to change at 
any time without notice. 

Any views expressed are opinions of the respective investment affiliates as of the date of this document and are subject to change 
based on market and other conditions without notice and may differ from other investment affiliates or of the firm as a whole. These 
opinions are not intended to be a forecast of future events, a guarantee of future results or investment advice. The mention of any 
individual securities/ funds should neither constitute nor be construed as a recommendation to purchase or sell securities, and the 
information provided regarding such individual securities/ funds is not a sufficient basis upon which to make an investment decision. 
Portfolio allocations, holdings and characteristics are subject to change at any time. Legg Mason, its affiliates, officers or directors, may 
have an interest in the acquisition or disposal of the securities mentioned herein. Distribution of this document may be restricted in 
jurisdictions, other than Hong Kong and Singapore. Any person coming into possession of this document should seek advice for details 
of, and observe such restrictions (if any). 

Neither Legg Mason nor any officer or employee of Legg Mason accepts any liability whatsoever for any loss arising from any use of 
this document or its contents. The information in this document is confidential and proprietary and may not be used other than by the 
intended user. This document may not be reproduced, distributed or published without prior written permission from Legg Mason. 

Hong Kong 
This document has not been reviewed by the Securities and Futures Commission in Hong Kong. 
Issuer: Legg Mason Asset Management Hong Kong Limited.  

Singapore 
Legg Mason Asset Management Singapore Pte. Limited is the legal representative of Legg Mason, Inc. in Singapore. (Registration 
Number (UEN): 200007942R).  

 

 


