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Active or Passive? For Diversification and Return Potential -- Consider Both

QS Investors Combines Active Strategies with Passive Products to Balance Portfolios, Seeking to Take Advantage of Best

Attributes of Each
Company Release - 9/9/2015 9:00 AM ET

NEW YORK, Sept. 9, 2015 /PRNewswire/ -- With recent equity market volatility after hitting all-time highs earlier in the year and government bond rates at or near zero in many countries
investors face conflicting choices. Many have done very well investing in large-cap U.S. stocks, increasingly through passive vehicles like exchange traded funds (ETFs).

Should they keep their money there? Or isit time to seek expert help?

These questions are as central to professional asset managers as they are to investors. There are many ways of achieving goals like portfolio balance, growth and capital protection, but for
many the guiding precept comes down to a seemingly simple and oft-asked question: active or passive? Legg Mason affiliate QS Investors believes the best answer is both: active AND
passive.

"The only freelunch in investing is diversification,” said QS Investors portfolio manager Wayne Lin, who heads the firm's multi-asset class portfolio strategies. "Combining active and pass
strategiesis agreat way to achieve another dimension of diversification within aportfolio.”

"Our response to the active versus passive debate is NOT to debate, but rather to recognize that there is arole for both active and passive within a portfolio. By seeking to use the best
attributes of each, we can construct portfolios that serve investors' interests —and at more attractive prices.”

What are the features of passive and active, and when should investors choose one over another?

"Passive products are very helpful when you want to implement tactical bets,” Mr. Lin advised. "They allow investors aquick and cost effective way to get in and out of asset class
exposures. Also, they track the broader indices well, so you have a better understanding of your exposures.”

"Investors can choose from a variety of ETFsthat are liquid and span major asset classes. This givesinvestors reasonably priced tools to construct long-term portfolios and take tactical
bets." If costs are reasonable and the quality of passive products high, why would investors use active?

QS Investors believes passive vehicles are only as good as the index or market they track. If the index is poorly defined, or if the market has significant region or industry concentrations,
passive strategies may not be the best choices: higher concentrations can also mean concentrated risks.

"Every index is constructed with different rules," Mr. Lin observed. "The more liquid and actively traded a market is, the better the price discovery. Large cap U.S. equity markets are
sufficiently diversified and well-defined that their benchmarks are universally understood. When the index is well constructed it can be hard to beat, net of fees. Because of their low costs,
ETFs and other passive products can make a great deal of sense in broad, liquid markets."

By contrast, markets that have high sector concentrations or are more illiquid can provide active asset managers with opportunities to exploit information asymmetries and manage risk.
Sector concentration can happen in any market, but it can often be seen in emerging markets (EM).

"EM countries' markets are often dominated by one or two sectors," Mr. Lin explained. "Energy and materials make up alarge percentage of the Brazilian equity market, for example.
Canada's equity market was once dominated by telecom and has always had high exposures to energy.”

"Bond markets have always had alarge number of bonds that don't trade daily. This can lead to illiquidity — and potentially to prices that don't effectively reflect bonds' default risk. In the
types of markets, active managers have greater opportunities to capitalize on mis-pricing. They can also generate better risk return profiles than the index, which benefits investors.”

To QS Investors, the evidence that active management can outperform passive — net of fees—isclear. Mr. Lin cited fellow Legg Mason affiliate Western Asset Management, which
consistently beat many fixed income benchmarks. Many strategies at ClearBridge, Brandywine Global, Royce & Company and QS Investors have outperformed their benchmarks over full
market cycles.

"These active investors know their markets inside and out,” Mr. Lin said. "They can use that knowledge to deviate from the passive indices to reduce risks and make money for investors."
Yet fees are always important, which QS Investors recognizes and factorsinto its anaysis.

"Ultimately, the acid test for choosing an active strategy is whether the investor believes the active manager can beat a passive strategy over afull market cycle, net of fees," Mr. Lin said.
"Investors need to understand why they should choose passive or active. Sometimes both work."

All professional asset managers may not share this zeal for balancing passive and active strategies, but QS Investors considers an enlightened approach the best way to serve investors.

"Thereisaclear role for active management, but it matters where investors apply it,"” Mr. Lin advised. "In situations where benchmarks or markets are poorly defined, active can work. We
advocate for active whenever it helps counter illiquidity and unintended risk concentrations, or where active managers can take advantage of information asymmetries within a market. In
well-understood markets it's hard to beat the benchmarks, and that can make passive attractive too."

About Wayne Lin

The Head of Multi-Asset Class Portfolio Strategy and a Portfolio Manager with QS Investors, Wayne Lin has more than 20 years of financial services experience. He joined Legg Mason
Global Asset Allocation, LLC (LMGAA) as an investment strategy analyst in 2005, in the acquisition of Citigroup Asset Management, and moved to QS Investors when it merged with
LMGAA in 2014. Previously Mr. Lin worked as: chief of staff for the Office of the CIO at Citigroup Asset Management; an internal management consultant with TIAA-CREF; associate
director, strategy consulting for Barra Strategic Consulting Group; and an associate with Booz Allen Hamilton. He hasaB.A. in economics from the University of Chicago and earned an
M.B.A. with honorsin finance and management of organizations from Columbia University.

About QS Investors

A wholly-owned, independently-managed affiliate of Legg Mason, Inc., QS Investors, LLC was formed in 1999 as the quantitative platform of a global asset manager. As an investment firi
providing asset management and advisory servicesto adiverse array of institutional clients, QS Investors delivers disciplined, systematic solutions that address clients' complex challenges
The QS team has developed unique approaches to integrating quantitative and behavioral investment insights and dynamically weighting opportunitiesin response to changing economic ar
market conditions. Risk identification, assessment and management are intrinsic to their process. Based in New York, QS Investors offers a broad spectrum of strategies to clients worldwic
including actively managed U.S. and global equities, liquid aternatives and customized solutions.

About Legg Mason
Legg Mason is aglobal asset management firm with $696 billion in assets under management as of July 31, 2015. The Company provides active asset management in many major investme
centers throughout the world. Legg Mason is headquartered in Baltimore, Maryland, and its common stock is listed on the New York Stock Exchange (symbol: LM).

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. Investmentsin fixed-
income securities involve interest rate, credit, inflation and reinvestment risks; and possible loss of principal. Anincrease in interest rates will reduce the value of fixed income securities.



International investments are subject to special risksincluding currency fluctuations, social, economic and political uncertainties, which could increase volatility. These risks are magnified i
emerging markets. Losses for highly concentrated products may be may magnify from events affecting a particular security.

Diversification does not guarantee a profit or protect against aloss.

Historical differences between passive and active strategies:

Securities in passively managed products (such as passively managed ETFs) do not involve any active security analysis or research by portfolio managers. Instead the securities that
comprise a passive product are selected by replicating the securities, and the weights of the securities, of the corresponding index. This process can reduce the management fees of a passiv
managed product as opposed to an actively managed product, and can leading to better performance which can benefit investors.

There are also differencesin the way ETFs and traditional mutual funds trade. ETFs are traded on major stock exchanges at any time during the trading day. The price of an ETF fluctuates
throughout the trading day, similar to astock. Mutual fund shares are priced once aday after the close of the markets.

Views expressed are not intended to be aforecast of future events, a guarantee of future results, or investment advice. Predictions are inherently limited and should not be relied upon as an
indication of actual or future performance. As aresult, Legg Mason cannot guarantee the accuracy or completeness of any statements set forth in this article. All information was current al
the time of this publication and is subject to change without notice. This article should not be deemed as an offer to sell or asolicitation to buy the securities mentioned in this article.

Past performance is no guarantee of future results.
© 2015 Legg Mason Investor Services, LLC, member FINRA, SIPC. QSInvestors, and Legg Mason Investor Services, LLC, are subsidiaries of Legg Mason, Inc.

Before investing, carefully consider a fund's investment objectives, risks, charges and expenses. You can find this and other information in each prospectus, or summary prospectus, if
available, which is available at www.leggmason.convindividualinvestors. Please read it carefully.
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