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Average annual total returns and fund expenses (%) 

as of September 30, 2019 

Since Incept. Expenses 

Class A 3-mo 1-yr 5-yr 10-yr (02/03/09) Gross Net

Excluding sales 
charges 

-0.66 3.48 7.89 10.60 13.40 1.16 1.16 

Including 
effects of 
maximum sales 
charges 

-6.38 -2.47 6.62 9.95 12.77 1.16 1.16 

MSCI EAFE 
Index 

-1.07 -1.34 3.27 4.90 N/A - - 

Performance shown represents past performance and is no guarantee of future 
results. Current performance may be higher or lower than the performance shown. 
Investment return and principal value will fluctuate, so shares, when redeemed, may be 
worth more or less than the original cost. Class A shares have a maximum front-end sales 
charge of 5.75%. Total returns assume the reinvestment of all distributions at net asset 
value and the deduction of all Fund expenses. Total return figures are based on the NAV 
per share applied to shareholder subscriptions and redemptions, which may differ from 
the NAV per share disclosed in Fund shareholder reports. Performance would have been 
lower if fees had not been waived in various periods. Returns for less than one year are 
cumulative. For the most recent month-end information, please visit 
www.leggmason.com.  

Gross expenses are the Fund's total annual operating expenses for the share class(es) 
shown.  

Net expenses are the Fund's total annual operating expenses for the share classes 
indicated and would reflect contractual fee waivers and/or reimbursements, where these 
reductions reduce the Fund's gross expenses. These arrangements cannot be terminated 
prior to December 31, 2020 without the Board’s consent. In periods of market volatility, 
assets may decline significantly, causing total annual Fund operating expenses to become 
higher than the numbers shown in the table above. 

The MSCI EAFE Index is a free float-adjusted market-capitalization index designed to 
measure developed market equity performance, excluding the U.S. and Canada. The MSCI 
EAFE Index consists of the following 21 developed market country indexes: Australia, 
Austria, Belgium, Denmark, Finland, France, Germany, Greece, Hong Kong, Ireland, Italy, 
Japan, the Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, 
Switzerland and the United Kingdom.   

 Key takeaways 

• A carefully maintained exposure to risk in our growth
holdings enabled the portfolio to hold up better than
the market through a period of turbulence.

• Despite a historical performance gap between growth
and value, we believe multiples of non-U.S. growth
stocks remain compelling.

• Normally, after global money supply starts picking
up, asset values rise, and manufacturing starts
turning. Absent a hardening of the trade war, this
could be the case again.

Market overview  
Uncertainty reigned over international markets in the third 
quarter. The last three months saw attacks on energy 
infrastructure in the Middle East, brinksmanship around 
Brexit from a new prime minister, and increasing ferocity of 
protests in Hong Kong. These added to ongoing risks posed by 
U.S.-China trade tensions, which have expanded to other
regions, and provided little relief to a slowing global economy,
particularly on the manufacturing side.

http://www.leggmason.com/
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The benchmark MSCI EAFE Index declined 1.1%, the MSCI 
EAFE Small Cap Index fell 0.4%, and the MSCI Emerging 
Market Index retreated 4.3%. International growth stocks held 
up better than their value counterparts, with the MSCI EAFE 
Growth Index down 0.5% for the quarter compared with a 
decline of 1.7% for the MSCI EAFE Value Index.  

On a regional basis, Japan (+3.1%) delivered positive returns, 
while developed Asia Ex-Japan was down 5.2%, hurt by a 12% 
loss in protest-ravaged Hong Kong, and while Europe Ex-UK 
fell 1.8% and the United Kingdom was off 1.7%. Export-driven 
Germany, Brazil and China were all down more than 4%. 

On a sector basis, defensive health care, consumer staples and 
utilities outperformed. The performance of health care came in 
stark contrast to the U.S. health care sector, which is being 
buffeted by political rhetoric about changes to Medicare and 
scrutiny of prescription drug prices. Cyclicals underperformed, 
with energy and materials suffering the widest losses.  

The Fund held up better than the benchmark, driven by 
strength in our emerging markets, United Kingdom and North 
America holdings, and a diversified approach to growth that 
saw solid contributions across sectors. The performance of 
stocks like London Stock Exchange (LSE) and Brazilian 
payments provider StoneCo illustrate that non-U.S. growth 
companies with differentiated business models, sound 
fundamentals and astute management teams can thrive 
through the most difficult macroeconomic and geopolitical 
backdrops.  

Hong Kong Exchanges & Clearing saw enough value in LSE to 
make an unsolicited offer for the company in September that 
was rebuffed. We have been holders of Hong Kong Exchanges 
for several years, and we started to doubt the reasoning of its 
bid. While creating a global platform with 24-hour trading 
makes sense, we were surprised that management did not 
acknowledge the regulatory hurdles and the high bar for 
convincing LSE shareholders to abandon the highly accretive 
deal the company announced in August to acquire financial 
data provider Refinitiv. Worried that there is another motive 
behind the deal proposal, and also about the potential for less 
friendly regulatory changes that could harm Hong Kong 
Exchanges’ status as a gateway to China for foreign investors, 
we sold the shares.  

The divergence in performance between value and growth 
reached quite an elevated level in the third quarter, with many 
strategists calling for mean reversions and a shift to value. We 
believe the challenges in the macroeconomy will render this a 
difficult switch. For non-U.S. value stocks to sustainably 

deliver outperformance will also require long-term confidence 
that earnings will grow enough to expand currently low 
multiples.  

We acknowledge that growth multiples are indeed higher than 
value multiples. However, public equity market valuations for 
growth stocks are not particularly elevated, relative to private 
equity market valuations where cash has been plentiful, and 
valuations extended. Our approach to finding attractive growth 
companies  starts with a valuation approach to growth within 
our categories — secular, structural and emerging. We also 
diligently maintain very controlled risk in our exposures to the 
riskiest growth companies in the emerging bucket, which has 
allowed the Fund to perform well even in market downturns. 
Volatility provides us with opportunities to own growth at 
better prices, and we await any potential downturns with that 
mindset. 

As we sit on the cusp of the fourth quarter, we ponder whether 
global economies will indeed go into recession despite most 
central bankers’ best efforts to avoid them. Monetary stimulus 
has been picking up and interest rates remain low. Given the 
portfolio’s focus on free cash flow and higher-quality 
companies with strong balance sheets, we believe our portfolio 
can weather inevitable economic volatility. 

Portfolio positioning  
In addition to Hong Kong Exchanges, we were active during 
the quarter, taking advantage of elevated volatility to establish 
eight new positions and eliminate two  others. The additions 
were divided across the spectrum of growth companies we 
target in our emerging bucket of innovative, above-average 
growers; secular bucket of companies in developed markets 
that are delivering steady, above-market growth in revenue, 
earnings and cash flow; and the structural bucket of stocks 
poised to improve their earnings profile and which have not 
yet been recognized by the market.  

We initiated a new position in emerging growth company 
Adyen, a global payment service company with major 
advantages in technology. Adyen’s point of differentiation is 
its global platform, which enables merchants to operate on 
omni channels with higher speeds and higher acceptance rates 
versus the competition. Leading technology brands such as 
Spotify, Facebook, Netflix and Uber (and soon eBay) are just a 
few customers who have switched to Adyen. Growth is coming 
from new clients, growth of existing clients and adding 
additional geographies for both groups.  

Secular grower Constellation Software is a high-performance 
Canadian conglomerate that acquires and manages software 
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makers targeting specific vertical industries. The company is 
an earnings compounder with an attractive business model 
that is “asset-light,” with a wide moat around its underlying 
businesses and a core mergers and acquisitions (M&A) 
strategy. We like Constellation’s high recurring revenue and 
stable cash flows. The company is currently expanding 
globally and increasing the volume of larger deals, which 
should enable it to sustain double-digit cash flow growth for 
years to come.  

Thomson Reuters (TRI), in the structural bucket, is the market 
leader in providing information services for the legal and tax 
industries. We believe the Street is underestimating the 
company’s earnings power over the next five years. TRI was 
undermanaged for years, which led to underinvestment in new 
products and a less optimal margin structure. It recently sold 
off a majority stake in its finance and risk business Refinitiv to 
LSE, which should enable it to focus on expanding its core 
products and cutting costs. Also in the structural bucket, 
commercial aircraft maker Airbus sports an underappreciated 
earnings profile driven by strong secular drivers and the 
company’s product development cycle. Airbus cash flow and 
earnings are supported by a strong backlog, the ramping up of 
key model platforms (A320 and A350) and fading headwinds 
on legacy platforms (A400 and A380). Without major new 
development platforms on the horizon, free cash flow should 
increase significantly in the next few years.  

Valuation discipline is a core tenet of our portfolio 
construction and stock selection approach. We use market 
movements opportunistically to sell or trim and initiate a new 
buy or add to ideas we currently own. We used the market’s 
strong performance earlier in the quarter to trim on strength a 
few of our consumer staples that had outperformed, and we 
added to our position in Anheuser-Busch InBev. Overall, our 
staples position marginally increased for the quarter. We 
reduced our weight in financials, primarily through the 
elimination of Hong Kong Exchanges. 

The industrials sector can have a higher degree of 
macroeconomic exposure. We sold Canadian Pacific Railway 
after it reached our price target. We invested the proceeds in 
more attractive future growth ideas Airbus and Thomson 
Reuters. Overall, our exposure to industrials increased. We 
believe our industrials holdings have a lighter degree of 
cyclicality than the overall sector, primarily due to higher 
exposure to services companies such as UK pest control 
provider Rentokil, CRM (client relationship management) 
outsourced service company Teleperformance (in France), and 
IT engineer staffing provider TechnoPro Holdings (in Japan). 

We did increase our exposure on the IT side with the 
purchases of Adyen and Constellation Software and also 
software makers TeamViewer AG (remote support) and Elastic 
(data analytics). We believed that IT share prices had bottomed 
and were reflecting a cyclical downturn. Capacity increases 
have been well-controlled, while demand has remained strong 
from the logic and foundry semiconductor players. 
Additionally, hyperscale data center spending returned and 
capex from the new 5G smartphone cycle, while still early, is 
beginning to ramp up. 

Outlook 
The sense of gloom in most international markets worsened 
over the late summer as the usual suspects — European 
politics, Brexit and the U.S.-China trade war — again reared 
their heads. Economic data continued to weaken in the 
manufacturing segment, yet consumers held up relatively well. 
We see reasons for optimism that are underpinned by policy 
moves. In his last month as European Central Bank president, 
Mario Draghi opened the money tap again by announcing a 
measured program of quantitative easing. China continues to 
flood its economy with stimulus as well, and even the U.S. 
Federal Reserve has started cutting rates. Normally, after 
money supply starts picking up, asset values move up and a 
few months later the manufacturing sector starts turning. If 
we do not see a hardening of the trade war, this could be the 
case again. 

Valuations in the U.K. and Europe are attractive, particularly 
compared with U.S. equities. Near-term risks in Italy are 
contained for now, with a new moderate government in place. 
Fiscal stimulus is being discussed within the European Union 
(EU), but no sizeable commitment has been made so far. Such 
policy would be a clear positive. Brexit remains a wild card, 
with Prime Minister Boris Johnson keeping the hard-Brexit 
rhetoric up. October 17 is an important date to watch, as the 
EU might offer a slightly modified deal that could be palatable 
to the new British leader. If not, another extension of the 
deadline for resolution could still be an option.  

Japan, China and emerging markets are very dependent on 
progress in trade talks. How Beijing deals with the violence in 
Hong Kong and the off-again, on-again trade standoff with the 
U.S. will provide important signs of where the global economy 
and equity markets are headed. Major Mainland intervention 
in Hong Kong would likely postpone trade discussions. At this 
point, the Trump administration seems willing to do whatever 
it takes to protect U.S. technology and military supremacy. 
Geopolitical risks are a constant and can provide opportunities 
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to trim, add and remain invested. They are not something to 
be feared, but rather something to be managed. 

Fund highlights 

During the third quarter, the ClearBridge International Growth 
Fund Class A shares generated a return of -0.66%, excluding 
the effects of sales charges. In comparison, the Fund’s 
unmanaged benchmark, the MSCI EAFE Index, returned    
-1.07%.  

On an absolute basis, the Fund delivered gains across four of 
the nine sectors in which it was invested (out of 11 total), with 
the primary contributors coming from the consumer 
discretionary sector.  

On a relative basis, overall stock selection and sector allocation 
both contributed to performance. In particular, stock selection 
in the industrials, consumer discretionary and materials 
sectors and an underweight to energy drove relative results. 
Conversely, stock selection in the health care,  communication 
services, IT and consumer staples sectors detracted from 
relative performance.  

On a regional basis, stock selection in North America, 
emerging markets and the United Kingdom had positive 
impacts, offsetting weakness in Europe Ex U.K. and Asia Ex 
Japan.  

On an individual stock basis, the largest contributors to 
absolute returns in the quarter included London Stock 
Exchange Group, Rentokil, ASML, Burberry Group and 
Shiseido. The greatest detractors from absolute returns 
included positions in SAP, Spotify Technology, Hong Kong 
Exchanges & Clearing, AIA Group and Erste Bank.  

Top contributors 
London Stock Exchange, in the financials sector, operates 
securities exchanges and provides trading services and 
financial data products.  The company’s deal to take over 
financial data provider Refinitiv from Thomson Reuters and 
Blackstone is not only very earnings accretive, but also value 
enhancing. The acquisition underlines the move away from 
transaction-oriented business to the secular growth of indexes 
and data. Shares were further boosted by a takeover bid from 
Hong Kong Exchanges that was subsequently rebuffed.  

Rentokil, in the industrials sector, is a provider of pest control 
and hygiene services that has grown its global footprint 
through accretive acquisitions. The stock was boosted by 
second-quarter results that delivered on forecasts and 
continued the company’s consistent compounding of earnings. 

ASML, in the IT sector, is a producer of lithography systems 
used by semiconductor makers. The semiconductor industry 

moved up in a cyclical rotation and the shares were further 
boosted by strong results as ASML sees strong demand for its 
EUV (Extreme Ultraviolet soft x-ray technology) products. 

Bottom contributors 
SAP, in the sector, is a developer of enterprise resource 
planning software. After performing well in the first half of 
the year, the shares were hurt as the company’s latest quarterly 
results in software and cloud fell short of forecasts. Long-term, 
we believe the investment case is fully intact. 

Spotify Technology, in the communication services sector, 
operates a subscription music streaming service. Spotify was 
weaker, given slightly lower-than-expected subscriber results 
and a later-than-expected launch of its two-sided marketplace. 
Despite the miss, we view its 30% subscriber growth as 
healthy, especially given that the company is growing an 
estimated 2X the rate of the nearest competitor. We view the 
two-sided marketplace as an accretive way for Spotify to 
monetize its user data and we do not view the delay as 
material to the company’s long-term profitability. 

AIA Group, in the financials sector, is a multi-insurer serving 
Asian markets. The stock was down due to the ongoing 
protests in Hong Kong, where the company is headquartered. 
Hong Kong is a sizeable market for AIA, and fear of a growth 
slowdown is likely only temporary. 



 

 
5 

  

Top 10 equity holdings (%) 

Shiseido Co Ltd 4.1 

Nestle SA 3.9 

London Stock Exchange Group PLC 3.0 

Roche Holding AG 3.0 

SAP SE 2.9 

Diageo PLC 2.8 

Novartis AG 2.8 

Rentokil Initial PLC 2.7 

ICON PLC 2.7 

Nintendo Co Ltd 2.4 

 

Sector allocation (%) 

Information Technology 18.4 

Consumer Staples 16.0 

Industrials 13.6 

Consumer Discretionary 13.1 

Health Care 12.2 

Financials 10.8 

Materials 5.9 

Communication Services 5.4 

Energy 1.7 

Utilities 0.0 

Real Estate 0.0 

Cash/Other 2.9 

 

Percentages are based on total portfolio as of quarter end and are subject to change at 
any time. For informational purposes only and not to be considered a recommendation to 
purchase or sell any security. 
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Definitions and additional terms: 
Please note that an investor cannot invest directly in an index, and unmanaged index 
returns do not reflect any fees, expenses or sales charges. 
 

Brexit is an abbreviation of "British exit," which refers to the June 23, 2016 referendum 
by British voters to exit the European Union. 

Capital expenditures (“capex”) are funds used by a company to acquire or upgrade 
physical assets such as property, industrial buildings or equipment. 
European Central Bank (ECB) is the central bank responsible for the monetary system 
of the European Union (EU) and the euro currency.  

The European Union (EU) is an economic and political union established in 1993 by 
members of the European Community. The EU now comprises 28 countries after its 
expansion to include numerous Central and Eastern European nations.  

MSCI is an investment research firm that provides indices, portfolio risk and performance 
analytics and governance tools to institutional investors and hedge funds. 

MSCI EAFE Index is a free float-adjusted market-capitalization index designed to 
measure developed market equity performance, excluding the U.S. and Canada. The MSCI 
EAFE Index consists of the following 21 developed market country indices: Australia, 
Austria, Belgium, Denmark, Finland, France, Germany, Greece, Hong Kong, Ireland, Italy, 
Japan, the Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, 
Switzerland and the United Kingdom.  
MSCI EAFE Growth Index captures large- and mid-cap securities exhibiting overall 
growth style characteristics across Developed Markets countries around the world, 
excluding the U.S. and Canada. 

MSCI EAFE Small Cap Index is an index of small-cap representation across Developed 
Markets countries, excluding the U.S. and Canada. 
MSCI EAFE Value Index captures large- and mid-cap securities exhibiting overall value 
style characteristics across Developed Markets countries around the world, excluding the 
U.S. and Canada.  

MSCI Emerging Markets Index is a free float-adjusted market-capitalization index that 
is designed to measure equity market performance in the global emerging markets.  
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Any information, statement or opinion set forth herein is general in nature, is not directed to or based on the financial 
situation or needs of any particular investor, and does not constitute, and should not be construed as, investment advice, a 
forecast of future events, a guarantee of future results, or a recommendation with respect to any particular security or 
investment strategy or type of retirement account. Investors seeking financial advice regarding the appropriateness of 
investing in any securities or investment strategies should consult their financial professional.  
Portfolio holdings and sector allocations may not be representative of the portfolio manager's current or future investment 
and are subject to change at any time. 
ClearBridge Investments, LLC and Legg Mason Investor Services, LLC are subsidiaries of Legg Mason, Inc. 
© 2019 Legg Mason Investor Services, LLC. Member FINRA, SIPC. CBAX107108 D7586   10/19 

BEFORE INVESTING, CAREFULLY CONSIDER A FUND’S INVESTMENT OBJECTIVES, RISKS, 
CHARGES AND EXPENSES. YOU CAN FIND THIS AND OTHER INFORMATION IN EACH 
PROSPECTUS, AND SUMMARY PROSPECTUS, IF AVAILABLE, AT 
WWW.LEGGMASONFUNDS.COM. PLEASE READ THE PROSPECTUS CAREFULLY.  

What should I know before investing? 
Equity securities are subject to price fluctuation and possible loss of principal. Small- 
and mid-cap stocks involve greater risks and volatility than large-cap stocks. The 
manager’s investment style may become out of favor and/or the manager’s selection 
process may prove incorrect, which may have a negative impact on the Fund’s 
performance. As a non-diversified fund, the Fund is permitted to invest a higher 
percentage of its assets in any one issuer than a diversified fund, which may magnify 
the Fund’s losses from events affecting a particular issuer. The Fund may focus its 
investments in certain regions or industries, increasing its vulnerability to market 
volatility. International investments are subject to special risks, including currency 
fluctuations and social, economic and political uncertainties, which could increase 
volatility. These risks are magnified in emerging markets. 

   leggmasonfunds.com 

   1-800-822-5544 

   Youtube.com/leggmason 

   linkedin.com/company/legg-mason 

   @leggmason 

 

Brandywine Global 

Clarion Partners 

ClearBridge Investments 

EnTrustGlobal 

Martin Currie 

QS Investors 

RARE Infrastructure 

Royce & Associates 

Western Asset  

 

Legg Mason is a leading global investment company committed to helping clients 
reach their financial goals through long-term, actively managed investment strategies. 

• A broad mix of 
equities, fixed income, 
alternatives and  
cash strategies 
invested worldwide 

• A diverse family  
of specialized 
investment managers, 
each with its own 
independent 
approach to research  
and analysis 

• Over a century  
of experience  
in identifying 
opportunities and 
delivering astute 
investment solutions  
to clients 

http://www.leggmasonfunds.com/individualinvestors

