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Western Asset At a Glance Organizational Pillars — What Defines Us

* Founded in 1971. Independent affiliate of * Clients first Global IG Corporate 102
Legg Mason since 1986 * Globally integrated MBSIABS 74

* Fixed-income value investors + Team-based Sowereign, Treasuries & Agencies T2

= $420.0 billion (USD) AUM v Active fixed-income Cash & Cash Equivalents 5
~ §367 2 billion (USD) long-term assets  Integrated risk management R el e et 4
~ §528 bilion (USD) cash and cash e .

Local Authority & Municipals 24
Global Inflagon-linked |l 9
Other 18

equivalent assets
* Nine offices

* 849 employees
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Identifying Investment Solutions to Align With Client Objectives and Risk Tolerances

= Protect from rising rates = Diversify globally = (Generate tax-free income
= Protect from inflation = Hedge liabilities = Generate total return
= Preserve capital = Enhance income = Achieve ESG objectives

Selected Investment Strategies

Broad Market Credit Unconstrained/Alternatives
= (Global Core/Caore Full Discretion = Global Credit = Macro Opportunities
= Regional Core/Core Full Discretion = Investment-Grade Credit = Tofal Return Unconstrained
= Regional Intermediate = Global High-Yield = Global Total Return
= Global Sovereign = US Bank Loans = Multi-Asset Credit

= US High-Yield = Global Multi-Sector

= Short-Duration High Income = Tail Risk Protection
Long Duration/LDI Mortgage/Asset-Backed Emerging Markets Debt
= Long Duration = Agency Mortgage-Backed Securities = EMD Diversified
= Long Credit = Structured Products = EMD Local Currency Sovereign
= Liability-Driven Investing = Diversified Loan Opportunities = EMD USD Corporate Credit

= MBS Opportunities = EMD USD Sovereign

= EMD Total Return

Inflation-Linked US Municipals Liquidity/Short Duration
= |JS TIPS = Short Duration Municipal = Money Market
= (Global Inflation-Linked = Intermediate Municipal = Enhanced Cash
= Regional Inflation-Linked = Managed Municipal = Limited Duration
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Construction Activity Has Been Quite Strong in 2018
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Length and Strength of Postwar US Business Cycles

Avg.

Length of
Cycle
(months)
45
56
49
32
116
47
T4
18
108
128
81
130+

(%)
-4 9
51
28
34
43
a7
29
14
34
33
26
1.5

GDP
Growth

Intial Peak
October 1945
Ocfiober 1949
May 1954

April 1958
February 1961
MNovember 1970
March 1975
July 1980
November 1982
March 1991
Nowvember 2001
June 2009

AEER A

HHACE S R Ay 128 (8 A >

&4

IR - RBEMREEIRITZ

Terminal Peak
MNowember 1948
July 1953
August 1957
April 1960
December 1969
MNowember 1973
January 1980
July 1981

July 1990
March 2001
December 2007
harard

Length and Strength of Postwar US Business Expansions

Length of
Cycle
{months)

ar
45
39
24
106
35
56
12
o2
120
T3
112+

Avg.
GDP
‘Growth
(%e)
-2.22
6.9
4.0
6.7
4.8
51
4.3
4.3
4.3
36
29
23

[ 5 ACJR © Western Asset
(=) RERTEITE - MEIRNPEEHI AR

SR TR TRHA 2 il » 26 SERBLR SR o AR B — 20 » MR &y —
AR HATARBERFEROL - H HRTSEERIYER 1980 FAZATSSA MR B E
o8 (ERF L MEE e 2R ASE) ) -

H Rk ZEZR AR DG AT BRI 25 B2 B0 NI » 25 B S B T (A S I L B
R 2 ACURIRINE] - AL Rt - (EfR SR N - 1A
Fhe 2015 FZRFEANEMEBRE - K FF AL Z KBTI BT > SRR Z
FIPRA -

The Employment Rate vs. The Unemployment Rate
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Behavior of Thond Yields During Busineas Cycle Expansions

Buaincas Expansion Yield Moa. After Trough-

Thond Trough Thond Peak

Cycle Length Risec Busincas to-Peak
Trough [ Date ] Lovel (%) | Dato | Lovel %) ] (Mos) _ Length Trough Yields Riso (%)
Ot 1949 D 18949 219 Jun 53 313 a7 42 a4 094
May 1954 Jdul 1954 247 Oct 57 3aT3a 45 39 41 126
Apr 1958 Apr 1958 312 Jan G0 437 39 21 21 125
Feb 1961 May 1961 373 Jun TO 6.99 106 109 112 326
Mowv 1970 Nowv 1971 5.40 Aug T4 +  7.30 38 33 45 190
Mat 1975 Dec 1976 &40 Ot 81 1410 58 58 79 T.TO
Mow 1982 Apr 1983 1020 Jun 84 1300 a2 14 19 2.80
Mar 1981 Oct 1983 5.80 Mo 54 820 120 13 44 2.30
Mow 2001 Jun 2003 417 May 04 5.33 T2 11 30 116
MNow 2007 Jun 2009 218 Dec 13 361 az 17 54 1.43
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Growth In Real Domestic Output: 2 Versions
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Exhibit 2: The Decline in the Term Premium Makes an Inversion a Much Weaker Signal Today

Percentags points Percentage points

—— 10y Term Premium

10w-2v Term Premium Spread
-2

1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015

Source: : Fadaral Rasarva Bank of Maw York, Goldman Sachs Global Investmant Rasaarch
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Who Would Be Hit Hardest by a US Tariff on Cars?

Mexico $46.9bn
Canada 542 5bn
Japan $39.8bn
Germany $20.2bn
Korea $15.7bn US Passenger Car Trade Balance 2017
United Kingdom
Italy
Sweden LiEsis
- $191.7bn Exports
5":_*;_"'3 $570bn
China

Rest of World

Source: U5, Department of Commerce. As of 31 Jul 13
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Impacton real GDP growth of an expansionary fiscal policy shock and a shock to BTPs-Bunds spreads

o4 -
Impact on real GDP yoy
growth (%
o=
o-...-— . . . § . .
—
‘ LI I B
02 4
o4
0e
os
BTPs-Bunds spread (+200bp) — Gov. balance (-0.8% of GDP) — TV
-1 >
Q32018 Q42018 Q1.2019 Q22019 Q22019 Q3.2019 Q42019 QI1.2020 Q22020 Q22020 Q3.2020 Q42020
Impulsg rozponsos aro computod by ostimating 3 structural VAR of chango in real GDP growth. change in cyclically adjustod government deficit-to-GDP
ratio and change n 7-year B1P-Bund sproad
Source: Bloombarg. Haver Analytics. Goldman Sachs Global Investment Research
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* Chazan, Guy (2018), “Close Merkel Ally Elected Leader of Germany’ s CDU,”  Financial Times, Dec 8
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Other assets m Main refinancing operations

= Other longer-term ref operations F PSPP
ABS purchases Covered Bond Purchase Programme 3
CSPP (corp bonds) mLTRO (Dec-11, Feb-12 (3-yr))

BTLTRO-! | TLTRO-I

Source: Haver, ECB, USS estimates
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Likely Nominess to Succeed Draghi as ECB President

35

Former ECB Governing Council Member (Finland)

Erkki Likanen
Francois Villeroy de Galhau ECB Governing Council Member (France] 33
Philip Lane ECB Goveming Council Member (Ireland| 32
g Jens Weidmann ECB Goveming Council Member (German: 22
E Ol Rehn ECB Goveming Council Member (Finland 21
Benoit Coeure 20
Klass Knot 17  ECB Governing Council Member (Netherlands)
Klaus Regling 8 ESM Managing Director (Germany)
Christine Lagarde 6 IMF Managing Director (France)
Ardo Hansson 1 ECB Governing Council Member (Estonia)
0 5 10 15 20 25 30 35 40

Bloomberg Economist Survery, Score out of 100
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Historical data on approximately

1000 market risk factors are modeled
using proprietary methods fo estimate
expected volatiliies and correlations

Monte Carlo simulation generates
10,000 possible future states

of the risk factors

Security valuation routines and models

use nisk factor predictions fo estimate
future security retums

Historic or hypothetical factor stresses
can also be defined and used to
estimate security retums

Security returns are aggregated to
produce portfolio and sub-portfolio
retums

Risk stafistics are computed on the
distribution such as Tracking Error
Standard Deviation (TESD), Value at
Risk (VaR) and Expected Shorifall (ES)

Attribution is performed fo understand
the sources of risk
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