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Q: Ian, you have been involved in managing GMS since its inception in 1996. What type of clients are in-
vested in GMS and what role does the strategy play in their portfolios today? 
IE: GMS provides a diversified mix of income and capital appreciation seeking to generate attractive total returns 
within a stable volatility range. GMS has a globally diversified investor base from the US, UK, Europe, Asia and more 
recently Canada. Over the last several years, the client base has evolved to include pension funds, insurance com-
panies and other institutional investors. 

Our investors use GMS for a variety of purposes. For example, pension funds that have hedged out their long-term 
liabilities via an interest rate swap often invest in GMS to help meet the cost of the swap. Other clients who use GMS 
are those who wish to invest in emerging markets and high-yield but do not have the resources to manage sector 
allocation. Also, some clients who have exposure to more traditional core fixed-income mandates invest a portion 
of their portfolio in GMS to realize more of a “core plus” style of investment. 

We believe GMS will continue to have broad appeal going forward.  

Q: What advantages do you think Western Asset has in managing a product like GMS. What lies behind its 
long-term success?
IE: Western Asset is very well placed to manage GMS. Running a global strategy that has broad investment latitude 
means we utilize the breadth and depth of the investment resources that we have at Western Asset. In addition 
to the rates, credit and mortgage teams in the US, our global footprint enables us to draw on the knowledge and 
expertise in our local offices in Europe, Asia and Latin America as well as in the US to help inform our investment 
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decisions. This ensures we are well positioned to search for global opportunities in all the various asset classes. 

In addition, our investment philosophy of being a long-term, fundamental value manager with multiple diversified 
strategies helps us to navigate periods of volatility and take advantage of market pricing anomalies. 

Q: Mike, you and Ian worked together on creating the GMS strategy 20 years ago. It was a pioneering strat-
egy back then. How did it come about?
MZ: Prior to 1996, we were successfully running an income-focussed strategy for several years that allocated to US 
high-yield corporate bonds, US agency mortgages and global government bonds. Because each of these sectors 
was lowly correlated and performed well at different stages of the business cycle, investors were able to benefit 
from high levels of income but with relatively low principal volatility. When we established Western Asset’s first 
overseas office in London in 1996, we wanted to offer investors a high-income opportunity that would truly capi-
talise on the Firm’s expanded global capabilities. With our Pasadena team’s strong credentials in investment-grade 
credit and emerging markets (EMs), and with growing opportunities in European credit and local markets, it made 
sense to expand the sectors across which we would allocate. We also recognised that it also made sense to broaden 
the sources of return and to design a solution that could generate returns from both capital gains as well as income. 

The ultimate goal was for the strategy to participate in the growth opportunities of higher-risk sectors such as EMs, 
but with a volatility close to that of investment-grade strategies. We also wanted to differentiate GMS from tradi-
tional bond strategies by reducing its total-return beta to government bond price volatility. We aimed to achieve 
this profile through a combination of asset class and subsector diversification, sector rotation and security selection. 

We back-tested the risk and return of various sector combinations and concluded that a combination of growth-
sensitive sectors such as high-yield corporate bonds and EM debt, coupled with more interest-rate sensitive and 
higher quality sectors in developed markets (such as US investment-grade corporate bonds and agency mortgage-
backed securities) could generate a favourable risk/reward profile. In fact, that has proven to be the case consis-
tently over market cycles during the past 20 years.  

The reason this design has stood the test of time so well is because each sector has distinct risk drivers that are not 

Exhibit 1
GMS 3-Year Rolling Return Periods

Source: Bloomberg, Western Asset. As of 31 Aug 16

Comparative Risk-Reward Profiles

Source: Barclays, Bloomberg, JP Morgan, Merrill Lynch, Western Asset. As of 31 Aug 16.
Performance shown is gross.Please see the performance disclosure for more information.
All global indices are USD unhedged
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always highly correlated. For instance, GMS includes corporate bonds (corporate default risk), mortgage-backed 
securities (prepayment and convexity risk), emerging market securities (developing country sovereign credit risk), 
and global government bonds (industrialized country interest rate and currency risk).1

Q: Specifically, what were the other asset classes that you decided to utilize and why?
MZ: The mid-1990s were an exciting, albeit volatile, time for global bond investors. In addition to traditional “hard 
currency” government and credit markets we actively participated in the nascent peripheral markets of Italy and 
Spain as well as in Danish and Swedish mortgage-backed bonds. We participated in the growing “convergence 
trade” in Poland, Hungary and Greece ahead of the launch of the euro currency in 1999. We were also early investors 
in Mexican, Brazilian, Turkish, South African, Indonesian and Indian domestic bonds and currencies. The onset of the 
single European market also spurred the development of euro investment-grade and high-yield corporate bonds in 
which the strategy participated selectively.

We felt that as a global fixed-income specialist manager, we were well positioned to take advantage of new op-
portunities as these markets evolved. For example, the European credit markets were just developing as the launch 
of the euro facilitated a more liquid platform for European corporate borrowers to issue debt as they diversified 
their funding sources away from domestic banks. The EM universe was also expanding. The increased issuance of 
local currency EM government debt led to a decrease in sovereign USD-denominated EM debt issuance. This also 
facilitated growth in EM corporate bond issues.

Q: So these were the opportunities you’d identified; how did you subsequently design the GMS strategy? 
MZ: We needed a framework to define the risk parameters that we would work within, but that would also enable 
us to realize our return objectives through various market cycles. Specifically, we sought to make the sector diver-
sification “structural” by not concentrating allocations excessively in either higher yielding or in highly liquid and 
more interest-rate-sensitive sectors. 

For the GMS strategy, we had in mind investors with a volatility tolerance broadly consistent with investment-grade 
corporate bonds, so we set the investment parameters to ensure the strategy maintains an average credit rating 
profile that is at all times Baa3/BBB- or better. We aim to achieve a return over a market cycle of LIBOR + 2% to 
3% with a volatility target in the range of 5% to 7%. BBB corporate bonds on average typically yield around 1% to 
1.5% over swaps, but we targeted a higher return for GMS given active management and issue selection with up to 
70% invested in a combination of high-yield and EM debt. That means the GMS strategy always has at least 30% in 
liquid, higher-quality assets that can help dampen volatility during periods of market stress.

Q: Ian, how do you decide on the asset allocation and which securities to put in the strategy? 
IE: The opportunity set is much larger now than when we initially managed the strategy in the late 1990s. As Mike 
said earlier, the European credit markets and EM corporate universe have seen rapid growth and represent addi-
tional opportunities for us.

GMS is one of the most diversified products that we manage at Western Asset. We draw upon all of the Firm’s 
resources and best ideas from around the world as well as utilise both our top-down and bottom-up skill sets. We 
need a process to determine the asset allocation and to know which securities to purchase. 

The key investment themes and strategies are driven by our Global Investment Strategy Committee and influenced 
by our Global Credit Committee. Specifically for GMS, we have a GMS Strategy Committee that I chair. This Com-
mittee meets formally every two weeks and consists of our most senior investment professionals including our CIO 
Ken Leech and Deputy CIO and Head of Global Credit Mike Buchannan. We review the GMS portfolio positioning 
1	 The asset classes mentioned have additional risk drivers other than the ones mentioned in the parentheses. This may include interest rate risk, 

liquidity risk, spread risk and others.
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including sector and subsector allocation, duration and currency positioning as well as other risk factors. Given the 
ongoing communication that we have with the various regional and sector teams, we take into account valuations 
and any change in our outlook for fundamentals. Once we have the asset allocation determined, I work with the 
local regional and sector specialists who select and buy the individual securities. As the portfolio manager, I am 
responsible for the strategy’s overall performance as well as overseeing the portfolio on a daily basis in terms of as-
set allocation and work with the risk management department in considering factor and issuer concentration risk. 
As with all strategies at Western Asset, the GMS strategy is very much a team effort. 

Q: What about when spread sectors are challenged? How do you manage GMS during those periods?
IE: GMS is a highly diversified strategy that seeks to deliver positive, risk-adjusted returns over time. However, there 
are periods such as in 2008, or 2015 when risk assets sold off sharply and became more correlated. The diversifi-
cation strategies sometimes fail to offset weakness in such extreme conditions. That is when we have to remind 
ourselves of our long-term value approach. We revisit the fundamentals and tie that in with market pricing. We 
maintain portfolio hedges, such as additional core duration, and look to capitalise on any opportunities. For ex-
ample, adding to long-dated investment-grade credit in late 2015 and early 2016 was in our opinion a good risk/
reward opportunity; given our constructive view on fundamentals and the pessimistic default rates that were being 
priced in to corporate bonds at the time, we felt the downside risks were more limited. Over time, as market condi-
tions normalise, we would expect to capture that value, as we have seen this year. 

Q: Given the low level of government bond yields, how do you view and manage interest-rate risk?
IE: Developed market government bonds held in GMS are mainly used for risk management purposes, primarily as 
a hedge against the credit risk in the portfolio. Periodically interest-rate risk itself can be undervalued, as in the latter 
half of 2013. We have a flexible approach to duration management and have a wide range built into the strategy to 
permit that, but overall, duration management is not a key long-term driver of returns. Specifically, in times when 
interest rates normalise we have the flexibility to reduce interest-rate risk and seek to protect the portfolio from a 
rising-rate environment. In addition, we would focus on less-interest-rate-sensitive sectors such as high-yield, bank 
loans and seek local EMs with different interest-rate cycles. 

Q: How do you use currencies in the portfolio and manage overall currency risk?
IE: We manage currency risk through a variety of measures. We use active currency overlay strategies to hedge 
various risks in the portfolio such as those arising from credit, commodity prices, differences in regional growth 
rates, etc. Therefore we have the flexibility to diversify away from the US dollar, but can also, from time to time, fund 

Exhibit 2
Annual Sector Returns Versus GMS Composite Over the Last 20 Years

Source: J.P. Morgan, Barclays. As of 31 Aug 16

-30

-20

-10

0

10

20

30

40

50

60

1697 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15

US HY

US EM
US Credit

US HY

GMS
US EM US HY

US HY

US HY
US EM

US HY US EM
US EM

Global
Agg

US EM

US HY
US HY

US HY

GMS

US EM US HY

US HY

Global
Agg

Global
Agg

Global
Agg

Global
Agg

Global
Agg

Global
Agg

Global
Sov

Global
Sov

US
Treasuries

US
Treasuries

US
Treasuries US

Treasuries

US
Treasuries

US
Treasuries

US
Treasuries

US
Treasuries

US
Mortgages

US
Mortgages

GMS US Credit US EMGlobal SovGlobal AggUS TreasuriesUS High-YieldUS Mortgages



5Western Asset	 Q & A October 2016

Global Multi-Sector: Looking Back, Looking Ahead

higher-yielding markets from other currencies. Currency flexibility can help dampen the volatility of the portfolio. 
Exchange-rate volatility can be significantly higher than that of bond markets, however, so we are prudent in the 
sizing of any currency exposures to ensure they do not dominate investment results. 

Q: How is the strategy generally positioned at the moment? Are there any particular opportunities that you 
are looking at?
IE: Currently the portfolio has a bias to high-yield and global EM debt, which make up approximately 50% of the 
portfolio. Although we remain positive on high-yield, we have been reducing some exposure recently given the 
sector’s strong performance this year. We are rotating some of that investment into bank loans given that loans 
have a lower volatility than high-yield but still offer attractive income, especially should the recent increases in US 
dollar LIBOR continue. 

We are also favourable on select local EMs including Indonesia, India, Brazil, Russia and Mexico. A variety of factors 
are driving this, including the higher yields, more favourable investor sentiment to the asset class and improved 
domestic fundamentals and decreased near-term concerns over China. In addition, EM currencies have stabilized 
recently and many now look attractive given weakness over recent years and domestic macro policies that are 
either stable or on an improving trajectory.

Q: Ken, as CIO and a key member of the GMS Strategy Team, what does unconstrained fixed-income mean 
for Western Asset and how does GMS fit into the Firm’s unconstrained line-up? 
KL: I think the proliferation of “unconstrained” offerings across the financial industry is the most misnamed catego-
ry ever. The first question of any strategy by any client is, “What are the constraints?” As a starting point, at Western 
Asset, we feel each product should have clear volatility parameters, a specifically articulated description of what 
assets will tend to populate the portfolio, and a prescription for how the risk budget will be allocated.

Of course GMS was our first entry into this space. Its success and longevity have helped us as we have introduced 
many other “unconstrained” programs in response to our clients’ concerns. We have also utilized the team ap-
proach that has been so successful in our GMS program as a template for our other programs.

Q: How do you feel Western Asset has evolved with the markets over time?
KL: GMS is an example of Western Asset introducing new programs to suit the needs of our clients in the context 
of constantly changing markets. It may seem commonplace today, but the introduction of a program that would 
have half of its assets in high-yield and EM debt was considered extraordinary at the time. High-yield markets were 
still developing while EM debt management was in its infancy. Western Asset’s focus on surrounding the better 
expected return asset classes with high-quality bonds and duration to seek the benefit of lower correlations and 
help protect drawdown during periods of credit market volatility was considered very novel. But that philosophy of 
combining higher return assets with risk-reducing strategies has stood the test of time.

Past results are not indicative of future investment results. Investments are not guaranteed and you may lose money. This publication is for informational purposes only and reflects the current 
opinions of Western Asset Management. Information contained herein is believed to be accurate, but cannot be guaranteed. Opinions represented are not intended as an offer or solicitation with 
respect to the purchase or sale of any security and are subject to change without notice. Statements in this material should not be considered investment advice. Employees and/or clients of Western 
Asset Management may have a position in the securities mentioned. This publication has been prepared without taking into account your objectives, financial situation or needs. Before acting on 
this information, you should consider its appropriateness having regard to your objectives, financial situation or needs. It is your responsibility to be aware of and observe the applicable laws and 
regulations of your country of residence. Potential investors in emerging markets should be aware that investment in these markets can involve a higher degree of risk. 
Western Asset Management Company Distribuidora de Títulos e Valores Mobiliários Limitada is authorised and regulated by Comissão de Valores Mobiliários and Banco Central do Brasil. Western 
Asset Management Company Pty Ltd ABN 41 117 767 923 is the holder of the Australian Financial Services Licence 303160. Western Asset Management Company Pte. Ltd. Co. Reg. No. 200007692R 
is a holder of a Capital Markets Services Licence for fund management and regulated by the Monetary Authority of Singapore. Western Asset Management Company Ltd is a registered financial 
instruments dealer whose business is investment advisory or agency business, investment management, and Type II Financial Instruments Dealing business with the registration number KLFB (FID) 
No. 427, and members of JIAA (membership number 011-01319) and JITA. Western Asset Management Company Limited (“WAMCL”) is authorised and regulated by the Financial Conduct Authority 
(“FCA”). In the UK this communication is a financial promotion solely intended for professional clients as defined in the FCA Handbook and has been approved by WAMCL. 
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0.07%4.93% $374-na-1 7.32% $510,1722006 7.75% -na--na-
0.22%4.02% $1,349-na-3 7.35% $621,4932007 7.77% -na--na-
0.34%8.86% $1,706-na-5 -14.05% $505,6602008 -13.70% -na--na-

1 0.45%11.43% $2,185-na-5 32.26% $482,2182009 32.78% -na--na-
0.55%11.89% $2,494-na-4 9.71% $453,9092010 10.15% -na--na-
0.61%8.91% $2,701-na-4 3.33% $443,1402011 3.74% -na--na-
0.67%5.86% $3,117-na-5 11.46% $461,8912012 11.90% -na--na-
0.60%5.62% $2,707-na-5 -2.06% $451,6322013 -1.67% -na--na-
0.54%4.92% $2,526-na-4 2.82% $466,0362014 3.23% -na--na-
0.40%5.17% $1,714-na-4 -4.22% $433,7472015 -3.84% -na--na-

Description:  Western  Asset's  Global  Multi-Sector  (USD  Unhedged)  Composite  includes  portfolios  that  employ  an  active,  team-managed  investment  approach  around  a  long-term,
value-oriented investment philosophy. These portfolios use diversified strategies and all sectors of the fixed-income market in seeking to add value while minimizing risk. The approach
is to construct a strategic multi-sector portfolio by investing in global fixed-income markets and currencies. Primarily, these are mortgage-backed and asset-backed securities, high-yield
corporate securities, investment-grade corporate securities and emerging market securities.
Objective:  Maximise total return from income and capital appreciation within a volatility target of 5%-7%.
Benchmark Description: The Composite is not measured against a benchmark as accounts that may comprise the Composite are measured on an absolute return basis. There is no
benchmark available that appropriately reflects the guidelines of all accounts within the Composite. As of 6/30/15, the benchmark historically presented was retroactively removed as the
composite's strategy is total return and no appropriate benchmark for the composite exists.
Base Currency:  USD | Composite Minimum: $25 million as of 4/1/07 (previously $5 million).
Current Fee Schedule: .40 of 1% on the first $100 million, .20 of 1% on amounts over $100 million.
Examination Period: The Composite has been examined for the period from November 1, 1996 to December 31, 2015.
The Composite returns and summary information have been restated to historically include one account that was previously excluded due to benchmark reasons. Following a revision
of the composite benchmark to a 'No benchmark', the account was added from 10/1/2007 to 10/31/2007 and 1/1/2008 to current. The restatement resulted in a change to the Annual
Gross and Net Total Return in 2009 of -0.14% and -0.15% respectively.
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Western  Asset  claims  compliance  with  the  Global  Investment  Performance  Standards  (GIPS®) and has  prepared  and  presented  this  report  in  compliance  with  the  GIPS
standards. Western Asset has been independently verified for the periods from January 1, 1993 to December 31, 2015.

Verification assesses whether  (1) the Firm has  complied with  all  the composite  construction requirements  of  the GIPS standards on a  firm-wide basis  and (2) the Firm's  policies  and
procedures  are  designed  to  calculate  and  present  performance  in  compliance  with  the  GIPS  standards. The  verification  and  performance  examination  reports are  available  upon
request.

For  GIPS®  purposes,  the  Firm  is  defined  as  Western  Asset,  a  primarily  fixed-income  investment  manager  comprised  of  Western  Asset  Management  Company,  Western  Asset
Management  Company  Limited,  Western  Asset  Management  Company  Pte.  Ltd.,  Western  Asset  Management  Company  Ltd,  Western  Asset  Management  Company  Pty  Ltd,  and
Western Asset Management Company Distribuidora de Títulos e Valores Mobiliários (DTVM) Limitada, with offices in Pasadena, New York, London, Singapore, Tokyo, Melbourne, São
Paulo, Hong Kong, and Dubai. Each Western Asset company is a wholly owned subsidiary of Legg Mason, Inc. ("Legg Mason") but operates autonomously, and Western Asset, as a
Firm, is held out to the public as a separate entity. Western Asset Management Company was founded in 1971.

The Firm is comprised of several entities as a result of various historical acquisitions made by Western Asset, and their respective performance has been integrated into the Firm in line
with the portability requirements set forth by GIPS.
The Composite  is  valued monthly.  The Composite  returns  are the  asset-weighted average of  the performance results  of  all  the accounts  in  the Composite.  Gross-of-fees returns are
presented  before  management  fees,  but  after  all  trading  expenses.  Net  of  fees  results  are  calculated  using  a  model  approach  whereby  the  current  highest  tier  of  the  appropriate
strategy's fee schedule is  used. This model fee does not reflect  the deduction of  performance-based fees. The portfolios in the  Composite are all  actual, fee-paying and performance
fee-paying, fully discretionary accounts managed by the Firm for at least one full month. Investment results shown are for taxable and tax-exempt accounts and include the reinvestment
of  all  earnings.  Any possible  tax  liabilities  incurred by  the  taxable  accounts  have not  been reflected  in  the net  performance.  Composite  performance results  are  time-weighted net  of
trading  commissions  and  other  transaction  costs  including  non-recoverable  withholding  taxes.  Policies  for  valuing  portfolios,  calculating  performance,  and  preparing  compliant
presentations are available upon request.

The  returns  for  the  accounts  in  the  Composite  are  calculated  using  a  time-weighted  rate  of  return  adjusted  for  weighted  cash  flows.  The  returns  for  the  commingled  funds  in  the
Composite are calculated daily using net asset values (NAV), adding back the funds' total expense ratio or equivalent. Trade date accounting is used since inception and market values
include  interest  income  accrued  on  securities  held  within  the  accounts.  Performance  is  calculated  using  asset  values  denominated  in  a  base  currency.  Composite  market  value  at
year-end presented in the schedule are translated to U.S. dollars using end of year exchange rates.

Composite  returns  are  measured  against  a  benchmark.  The  benchmark  is  unmanaged  and  provided  to  represent  the  investment  environment  in  existence  during  the  time  periods
shown. For comparison purposes,  its  performance has been linked in the same manner as the Composite.  The benchmark presented was obtained from third  party sources  deemed
reliable  but  not  guaranteed  for  accuracy  or  completeness.  Benchmark  returns  and  benchmark  three-year  annualized  ex-post  standard  deviation  are  not  covered  by  the  report  of
independent accountants.

Internal dispersion is calculated using the asset-weighted standard deviation of annual gross returns of those portfolios that were included in the Composite for the entire year. For each
annual period, accounts with less than 12 months of returns are not represented in the dispersion calculation. Periods with five or fewer accounts are not statistically representative and
are not presented. The three-year annualized ex-post standard deviation measures the variability of the composite and the benchmark returns over the preceding 36-month period. The
three-year annualized ex-post standard deviation is not presented for periods where 36 monthly returns are not available for the composite or the benchmark. Any gross total three-year
annualized ex-post standard deviation measures prior to 2011, included within the "Examination Period" identified above, are not covered by the report of independent accountants.

Past investment results are not indicative of future investment results.

Western Asset's list of composite descriptions is available upon request. Please contact Jan Pieterse at 626-844-9977 or jan.pieterse@westernasset.com. All returns for strategies with
inception prior to January 1, 2006 are available upon request.

For more information on Western Asset visit our website at www.westernasset.com
Western Asset


