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Market Commentary

MARKET REVIEW
International equities retreated during the year as investors weighed
economic uncertainty and geopolitical tensions against central bank
support and healthy corporate activity. For the quarter and the year,
international equity markets returned -3.8% and -3.4%, respectively,
as measured by the MSCI All Country World ex-USA Index.
The European recovery stalled as the crisis in Ukraine and the
slowdown in emerging markets weighed on business confidence and
investment. However, peripheral countries, including Spain, have
improved competitiveness by tackling their debt, labor inefficiencies
and entitlement programs, and exports should benefit from the euro’s
12% annual decline versus the dollar. The European Central Bank
(ECB) is also widely expected to begin a quantitative easing program
of government bond purchases in early 2015.
In contrast, the US economy continued to strengthen as employment
levels, capital spending and manufacturing activity improved,
supporting the end to the Federal Reserve’s (Fed’s) quantitative
easing program. Given the more mature economic recovery, the
dollar’s appreciation, stretched valuations and potential Fed rate hikes,
US equities may struggle to sustain outperformance.
Concerns over tightening US policy weighed on emerging markets,
particularly in Russia and other commodity-exporting countries.
Commodity importers, such as China and India, performed well as
they benefited from lower prices. India also experienced improved
economic sentiment following Modi’s election.
Though its economy returned to recession, Japanese equities
outperformed, as the Bank of Japan bought one-year government
debt at negative yields for the first time, signaling its determination to
reach its 2% inflation target while adding criticism that the central
bank is simply financing fiscal deficits.
INVESTMENT STRATEGY
We continue to find compelling values in Europe, where stocks
appear cheap, corporate earnings are depressed, and policymakers
have retained plenty of dry powder. We are cautiously optimistic
about the outlook for credit growth as bank deleveraging comes to an
end and reform momentum appears to be building in France and Italy.
Improving demand from the United States and a weaker euro could
further buoy earnings in the export-oriented region.
Portfolios are underweight Japan where reform could stop shy of the
real structural changes needed for corporate Japan to gain
competitiveness, improve profitability and overcome the country’s
daunting debt and demographic challenges. We reduced our

emerging-markets underweight, as we used intermittent weakness for
bargain hunting, most notably in China and South Korea.
Portfolios have an overweight in energy, favoring companies with
balance sheets and cost profiles that can likely withstand a sustained
period of low oil prices, including integrated oil companies with
moderating capex and a focus on shareholder returns, and oil service
firms with the technology and expertise to extract oil from challenging
places.
Our long-term value thesis in health care continues to unfold. The
major pharmaceuticals firms that we bought during periods of past
pessimism have cut costs, bolstered pipeline productivity and
rekindled earnings growth in the aftermath of an industry-wide patent
cliff.
We maintain an overweight in European financials—the ECB’s Asset
Quality Review confirmed that the vast majority of banks are
adequately capitalized, which should likely pave the way to a restart
of bank lending.
OUTLOOK
The process of value recognition can take time when stocks trade on
negative sentiment or near-term prospects. Setbacks are to be
expected, and fortitude is required for practitioners of our approach.
However, for the patient, disciplined investor, we know of no other
investment strategy so well suited to long-term capital preservation
and appreciation. By looking out beyond the consensus and thinking
about value differently than the crowd, we believe our portfolios are
well positioned to continue the Templeton legacy of seeking superior
long-term investment returns.
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Foreign investing is subject to certain risks, such as currency fluctuations and
social and political changes, which may result in increased stock price
volatility. Since no one manager is suitable for all types of investors, this
information is provided for informational purposes only.
The information contained in this piece is not a complete analysis of every
material fact regarding the market and any industry, sector, security or
portfolio. Statements of fact cited by the manager have been obtained from
sources considered reliable, but no representation is made as to their
completeness or accuracy. Because market and economic conditions are
subject to rapid change, opinions provided are valid only as of the date of the
material, and are subject to change without notice. The manager’s opinions
are intended solely to provide insight into how the manager analyzes
securities, and may differ from that of other managers, and are not a
recommendation or individual investment advice for any particular security,
strategy or investment product. Any securities discussed may not represent an
account’s entire portfolio and in the aggregate may represent a small
percentage of an account’s portfolio holdings. There is no assurance that any
such securities will remain in an account’s portfolio, or that securities sold have
not been repurchased. It should not be assumed that any securities
transactions discussed were or will prove to be profitable. The information
provided should not be considered a recommendation to purchase, sell or hold
any particular security. All indexes are unmanaged and cannot accommodate
direct investment. Investors should review their investment objectives, risk
tolerance and liquidity needs before choosing a manager. There is no
guarantee that investment strategies will work under all market conditions, and
investors should evaluate their ability to invest for the long term, especially
during periods of market downturns. Past performance does not guarantee
future results and results may differ over future time periods.
Templeton Separately Managed Accounts claims compliance with the Global
Investment Performance Standards (GIPS®).
Templeton Separately Managed Accounts (the “firm”) manages portfolios for
high net-worth individuals and institutional clients, applying a bottom-up, valueoriented, long-term investment style, focusing on global and non-US markets.
Templeton Separately Managed Accounts is a division of Franklin Templeton
Portfolio Advisors, Inc. (“FTPA”), a subsidiary of Franklin Resources, Inc.
(“FRI”) and is a unit of the broader Templeton organization. At Templeton
Separately Managed Accounts, brokerage, administrative, custodial and
investment management fees may be charged together as a percentage of the
portfolios’ assets (comprehensive fee or wrap-fee) or may in some instances

be charged separately (unbundled fee). ). Effective July 1, 2014, Templeton
Investment Counsel, LLC. (TICLLC) assumed responsibility for Templeton
Separately Managed Accounts’ global and international equity SMA accounts.
TICLLC is a sub-adviser to Templeton Separately Managed Accounts. Retail
and Institutional separate accounts managed by affiliated Templeton entities
are not included in the firm definition. Templeton Separately Managed
Accounts was previously known as Templeton Portfolio Advisors prior to June
30, 2012. Templeton Portfolio Advisors was previously known as the
Templeton Private Client Group prior to October 1, 2004.
Templeton International Equity SMA Composite consists of all of the fully
discretionary wrap-fee portfolios which have a non-US equity investment
objective and for which the brokerage (including trading expenses),
administrative, custodial, and investment management fees are charged
together as a percentage of the portfolio's assets (known as a comprehensive
fee, wrap-fee or bundled fee). As the criterion for inclusion in this composite is
that the portfolios have bundled fees (i.e., where commission costs are not
charged separately), 100% of the accounts in the composite have bundled
fees for all time periods presented. Foreign investing, especially in developing
countries, has additional risks such as currency and market volatility and
political or social instability. Between June 30, 2012, and December 31, 2012,
the composite name was Templeton International Equity SMA Comprehensive
Fee Composite. Prior to June 30, 2012, the composite name was TPA
International Equity Composite – Comprehensive Fee.
Information is supplemental to the historical performance of the Templeton
Global Equity SMA Composite.
The primary benchmarks for this composite are the MSCI All Country World
ex-USA Index and the MSCI EAFE Index. The MSCI All Country World exU.S. Index is a free float-adjusted market capitalization-weighted equity index
comprised of securities in MSCI's developed and emerging market countryspecific indexes, excluding the U.S. The MSCI EAFE Index is a free floatadjusted market capitalization-weighted equity index comprised of securities in
MSCI's developed market country-specific indexes, excluding the U.S. and
Canada.
Additional information regarding the firm’s policies and procedures for
calculating and reporting performance results is available upon request. To
receive a complete list of composite descriptions and/or a presentation that
adheres to the GIPS® standards for any composite, please contact your
Franklin Templeton separately managed account sales team at (800) 8228464 or visit www.franklintempleton.com.

One Franklin Parkway,
San Mateo, CA 94403-1906
(800) 822-8464
franklintempleton.com
© 2015 Franklin Templeton Investments. All rights reserved.

PA IEMC 01/15

