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MFS(R) PRIVACY POLICY

At MFS(R), we are committed to protecting your privacy.

On behalf of the MFS Family of Funds(R), the MFS(R) Institutional Trust Funds,
the Vertex(SM) Funds, the MFS(R) Closed-end Funds,(1) Massachusetts Financial
Services Company, and certain affiliates(2) (collectively, "MFS," "we," "us"
or "our"), this privacy policy outlines certain of our policies designed to
maintain the privacy of your nonpublic personal information.

Nonpublic personal information includes much of the information you provide to
us and the related information about you and your transactions involving your
MFS investment products or services. Examples of nonpublic personal
information include the information you provide on new account applications
for MFS investment products or services, your share balance or transactional
history, and the fact that you are a customer of MFS.

We may collect nonpublic personal information about you from the following
sources:

  o information we receive from you on applications or other forms

  o information about your transactions with us, our affiliates, or others, and

  o information we receive from a consumer reporting agency

We do not disclose any nonpublic personal information about our customers or
former customers to anyone except as permitted by law. We may disclose all of
the information we collect, as described above, to companies that perform
marketing services on our behalf or to other financial institutions with whom
we have joint marketing arrangements.

We restrict access to nonpublic personal information about you to personnel
who are necessary or appropriate to provide products or services to you. We
maintain physical, electronic, and procedural safeguards that comply with
federal regulations to guard your nonpublic personal information.
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Our privacy policy applies only to individual MFS investors who have a direct
relationship with us. If you own MFS products or receive MFS investment
services in the name of a third-party broker/dealer, bank, investment adviser
or other financial service provider, that third-party's privacy policies may
apply to you and our privacy policy may not.

If you have any questions with respect to MFS' privacy policy, please call
1-800-637-2304
any business day between 8 a.m. and 8 p.m. Eastern time.

(1) MFS(R) Charter Income Trust, MFS(R) Government Markets Income Trust, MFS(R)
    Intermediate Income Trust, MFS(R) Multimarket Income Trust, MFS(R)
    Municipal Income Trust, MFS(R) Special Value Trust.
(2) MFS Institutional Advisors, Inc., Vertex Investment Management, Inc., MFS
    Original Research Advisors, LLC, MFS Original Research Partners, LLC,
    MFS(R) Heritage Trust Company(SM), and MFS Fund Distributors, Inc.

--------------------------------------------------------------------------------
NOT FDIC INSURED                 MAY LOSE VALUE                NO BANK GUARANTEE
--------------------------------------------------------------------------------

LETTER FROM THE CHAIRMAN

[Photo of Jeffrey L. Shames]
     Jeffrey L. Shames

Dear Shareholders,
When we talk to you about the information you want from MFS(R), you tell us
you're looking for answers to three basic questions:

  1. How is my money being managed, over both the short and the long term?

  2. What's going on in the market, and how will that affect me?

  3. How can I get more out of my relationship with my investment professional?

Traditionally, we've attempted to answer these and other questions through a
range of printed materials sent through the mail, including statements and
annual and semiannual reports. As the Internet has reached an ever-larger
percentage of households, however, we and most other investment management
firms have come to believe that the Web can be an additional -- and
potentially more effective -- way to communicate with investors.

The Internet holds the promise of near-instantaneous delivery, communication
when you want it rather than when we mail it, easy access to the specific
information you want, and an experience customized to each investor. With the
relaunch of our Web site, WWW.MFS.COM, earlier this year, we believe we've
moved a giant step closer to delivering the Internet's promise and created a
site that we're committed to improving every day. Our site now makes it easy
for you to find answers to your three basic questions.

HOW IS MY MONEY BEING MANAGED?
One of the most exciting features of our site is MFS(R) Interactive(SM): One
click to an expert(SM) -- a series of video interviews with MFS portfolio
managers and executives. Located in the "Investor Education" section of the
site, MFS Interactive uses video streamed over the Web to allow you to see and
hear from the people who are managing your money, to give you greater insight
into our investment approach and our response to market conditions. MFS
Interactive includes "Meet the Manager" interviews that cover the background
and investment style of a particular portfolio manager, as well as other
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Webcasts that cover a specific fund or investment topic.

WHAT'S GOING ON IN THE MARKET, AND HOW WILL THAT AFFECT ME?
In our view, the tougher the market, the more you need to hear from the people
who are managing your money -- and the past year or so has certainly been one
of the toughest markets in recent memory. We think the immediacy of the Web
provides an ideal way to communicate with you frequently and to offer our
views on the current volatility and uncertainty in the market. On your "My
MFS" homepage, in many MFS Interactive interviews, and in the "News &
Commentary" section of the site, you'll find our views on the current
situation and our market outlook. Our goal is to help you understand what's
going on and help you make decisions based on facts and market history, rather
than on the emotion of the moment.

HOW CAN I GET MORE OUT OF MY RELATIONSHIP WITH MY INVESTMENT PROFESSIONAL?
Perhaps your best resource in a tough market is your own investment
professional. This is the person who may have the best understanding of your
financial goals and your unique financial situation. In our view, the Web is
incredible at delivering information, but it cannot take the place of an
investment professional working with you to incorporate that information into
a long-range financial plan -- a plan that may help you weather market
volatility and help you work toward reaching your own financial goals.

To a large degree, the MFS Web site is about preparing you to have a deeper
dialogue with your investment professional. We believe that if we can help you
"do your homework," you'll be able to spend less time with your investment
professional simply getting information and more time creating a financial
plan and making investment decisions.

On a final note, we want to assure you that our commitment to the Internet
does not signal a lessening of our commitment to other forms of communication.
If you're not yet connected to the Web, rest assured that we will continue to
strive to deliver outstanding communications in print and on the phone, as
well as electronically. We hope, however, that as we continue to improve our
site, we will give you more and more incentive to take advantage of the
opportunities that the Web offers investors.

For some time, I've ended my letters to you by saying that we appreciate your
confidence in MFS and welcome any questions or comments you may have. With the
relaunched WWW.MFS.COM, there is now an easy way for you to e-mail us those
questions or comments and receive a reply. Simply click on "Contact Us" at the
top of our homepage. We look forward to hearing from you.

    Respectfully,

/s/ Jeffrey L. Shames

    Jeffrey L. Shames
    Chairman and Chief Executive Officer
    MFS Investment Management(R)

    May 15, 2001

The opinions expressed in this letter are those of MFS, and no forecasts can
be guaranteed.

MANAGEMENT REVIEW AND OUTLOOK

Dear Shareholders,
For the six months ended May 31, 2001, the trust provided a total return of
8.05% based on its beginning and ending stock market prices and assuming the
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reinvestment of any distributions paid during the period. The trust's total
return based on its net asset value (NAV) was 4.38%. During the same period, the
Salomon Brothers Medium Term (1- to 10-year) Treasury Government Sponsored Index
(the Salomon Index), an unmanaged index, which includes bonds issued by the U.S.
government or by government agencies with a maturity range greater than or equal
to one year and less than 10 years, returned 5.37%. The J.P. Morgan Non-dollar
Government Bond Index (Morgan Index), an unmanaged index of actively traded
government bonds issued by 12 countries (excluding the United States) with
remaining maturities of at least one year, returned -1.29% over the same period.

A very aggressive program of cuts in interest rates by the Federal Reserve
Board (the Fed) highlighted the period. With inflation remaining benign, the
Fed turned its focus toward easing monetary policy in order to support growth.
Overall, the Fed cut the federal funds target rate from 6.5% to 4% during the
period, including two surprise cuts of 0.50 percentage points implemented
between regularly scheduled meetings. By acting this dramatically, the Fed
demonstrated its forcefulness and indicated its intent to do whatever it takes
to sustain growth. A sharp decline in corporate spending -- particularly for
technology products and services -- was the main culprit that slowed economic
growth. While consumer spending and construction remained strong, consumer
confidence waned in the face of rising unemployment.

During the period, sharp declines in short-term interest rates caused the
yield curve -- a representation of the difference between short- and long-term
rates -- to steepen. Within this backdrop, we've positioned the portfolio to
take advantage of such a scenario. That approach called for a "bulleted"
structure, where we targeted certain parts of the yield curve, including more
exposure to bonds with maturities in the one- to three-year range. As far as
sector allocation was concerned, we underweighted mortgage-backed securities
(MBSs) substantially. Within a falling-rate environment, MBSs are unattractive
due to increased refinancing activity. Mortgage holders tend to pay off their
loans early in order to take advantage of lower borrowing costs, and the
holder of the MBS is then left to reinvest the principal at lower prevailing
rates.

Looking at the portfolio's international component, it's important to note
that we only venture overseas if we feel alternatives there offer the
opportunity to outperform domestic bonds. That said, we devoted only a small
portion of the portfolio to both developed and developing country bonds
because we held a very favorable view of the opportunities available in the
United States. Within the developed world, we favored bonds offered by the
dollar-bloc countries, including the United States, Australia, New Zealand,
and Canada.

These markets performed best among government issuers in 2000. We also kept a
very small position in Europe, with the exception of Greece, which was our
largest European holding. Overall, Europe has been less appealing to us
because growth there has been stronger than in the United States for the first
time since 1991. As a result, the ensuing inflation has made it difficult for
the European Central Bank to justify interest rate cuts. Greece performed well
due to the positive effects of its inclusion into the European Monetary Union
(EMU). We did not invest in Japan, because yields there were very low and
would not have provided us with adequate income in our opinion. Our small
emerging market position was largely focused on very short-term Mexican paper,
a higher-quality investment that was meant to add diversity to the portfolio.

Going forward, a main issue will be whether or not businesses will be able to
work through an economic downturn and resume capital expenditures in the
technology area without unemployment going that much higher. We feel any surge
in the jobless rate would dampen consumer spending both for those who have
lost their jobs as well as for those who fear losing them. Fortunately, the
fiscal and monetary policies that have characterized the first few months of
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2001 have seemed to be geared toward increasing economic growth. The tax cut
that has been working its way through Congress could provide a substantial
stimulus to growth. In addition, the Fed has made it clear through both its
words and its actions that it stands ready to lend support to the economy. If
growth strengthens in the United States, we might add investments in European
bonds if trends in Europe indicate that growth is slowing from the peak levels
we saw during the period.

    Respectfully,

/s/ Stephen C. Bryant               /s/ Steven E. Nothern

    Stephen C. Bryant                   Steven E. Nothern
    Portfolio Manager                   Portfolio Manager

The opinions expressed in this report are those of MFS, and are current only
through the end of the period of the report as stated on the cover. These
views are subject to change at any time based on the market and other
conditions, and no forecasts can be guaranteed.

The portfolio is actively managed, and current holdings may be different. It
is not possible to invest directly in an index.

-------------------------------------------------------------------------------
   PORTFOLIO MANAGERS' PROFILES
-------------------------------------------------------------------------------

   STEPHEN C. BRYANT IS SENIOR VICE PRESIDENT OF MFS INVESTMENT
   MANAGEMENT(R) (MFS(R)) AND PORTFOLIO MANAGER OF OUR GLOBAL FIXED-INCOME
   INSTITUTIONAL PRODUCTS AND THE GLOBAL GOVERNMENTS PORTFOLIOS OF OUR
   MUTUAL FUNDS AND VARIABLE ANNUITY PRODUCTS. HE ALSO MANAGES MFS(R)
   GOVERNMENT MARKETS INCOME TRUST AND MFS(R) INTERMEDIATE INCOME TRUST,
   TWO CLOSED-END FUNDS. HE JOINED MFS IN 1987 AS ASSISTANT VICE PRESIDENT.
   HE WAS NAMED VICE PRESIDENT IN 1989, PORTFOLIO MANAGER IN 1992, AND
   SENIOR VICE PRESIDENT IN 1993. STEVE IS A GRADUATE OF WESLEYAN
   UNIVERSITY.

   STEVEN E. NOTHERN, CFA, IS SENIOR VICE PRESIDENT OF MFS INVESTMENT
   MANAGEMENT(R) (MFS(R)). HE IS PORTFOLIO MANAGER OF THE GOVERNMENT
   SECURITIES PORTFOLIOS OF OUR MUTUAL FUNDS, VARIABLE ANNUITIES, AND
   OFFSHORE FUNDS, AND ALSO MANAGES TWO CLOSED-END FUNDS, MFS(R)
   INTERMEDIATE INCOME TRUST AND MFS(R) GOVERNMENT MARKETS INCOME TRUST.
   STEVE JOINED MFS IN 1986 IN THE FIXED INCOME DEPARTMENT AND WAS NAMED
   VICE PRESIDENT IN 1989, PORTFOLIO MANAGER IN 1991, AND SENIOR VICE
   PRESIDENT IN 1993. HE IS A GRADUATE OF MIDDLEBURY COLLEGE AND HOLDS A
   MASTER OF BUSINESS ADMINISTRATION DEGREE FROM BOSTON UNIVERSITY. HE
   HOLDS THE CHARTERED FINANCIAL ANALYST (CFA) DESIGNATION AND IS A MEMBER
   OF THE BOSTON SECURITY ANALYSTS SOCIETY, INC.

   ALL PORTFOLIO MANAGERS AT MFS ARE SUPPORTED BY AN INVESTMENT STAFF OF
   OVER 160 PROFESSIONALS UTILIZING MFS ORIGINAL RESEARCH(R), A GLOBAL,
   SECURITY-ORIENTED, BOTTOM-UP PROCESS OF SELECTING SECURITIES.

-------------------------------------------------------------------------------

NUMBER OF SHAREHOLDERS

As of May 31, 2001, our records indicate that there are 7,232 registered
shareholders  and  approximately  24,400  shareholders  owning trust shares in
"street"   name,   such   as  through  brokers,  banks,  and  other  financial
intermediaries.
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If you are a "street" name shareholder and wish to directly receive our
reports, which contain important information about the trust, please write
or call:

        State Street Bank and Trust Company
        P.O. Box 8200
        Boston, MA 02266-8200
        1-800-637-2304

In accordance with Section 23(c) of the Investment Company Act of 1940, the
trust hereby gives notice that it may from time to time repurchase shares of
the trust in the open market at the option of the Board of Trustees and on
such terms as the Trustees shall determine.

OBJECTIVE: Seeks to provide a high level of current income

NEW YORK STOCK EXCHANGE SYMBOL: MGF

-------------------------------------------------------------------------------
   PERFORMANCE SUMMARY
-------------------------------------------------------------------------------

   (For the period ended May 31, 2001)

   NET ASSET VALUE PER SHARE
   November 30, 2000                                                  $7.01
   May 31, 2001                                                       $7.07

   NEW YORK STOCK EXCHANGE PRICE
   November 30, 2000                                                  $6.19
   March 20, 2001 (high)*                                             $6.80
   December 4, 2000 (low)*                                            $6.25
   May 31, 2001                                                       $6.46

   *For the six months December 1, 2000, through May 31, 2001.

-------------------------------------------------------------------------------

RISK CONSIDERATIONS

Investments in foreign securities may be unfavorably affected by interest rate
and currency-exchange-rate changes as well as by market, economic, and
political conditions of the countries where investments are made. There may be
greater returns but also greater risk than with U.S. investments.

Government guarantees apply to the underlying securities only and not to the
prices and yields of the managed portfolio.

These risks may increase share price volatility. See the prospectus for
details.

DIVIDEND REINVESTMENT AND CASH PURCHASE PLAN

MFS offers a Dividend Reinvestment and Cash Purchase Plan that allows you to
reinvest either all of the distributions paid by the trust or only the long-
term capital gains. Purchases are made at the market price unless that price
exceeds the net asset value (the shares are trading at a premium). If the
shares are trading at a premium, purchases will be made at a discounted price
of either the net asset value or 95% of the market price, whichever is
greater. Twice each year you can also buy shares. Investments from $100 to
$2,500 can be made in January and July on the 15th of the month or

Edgar Filing: MFS GOVERNMENT MARKETS INCOME TRUST - Form N-30D

6



shortly thereafter.

If your shares are in the name of a brokerage firm, bank, or other nominee,
you can ask the firm or nominee to participate in the plan on your behalf.
If the nominee does not offer the plan, you may wish to request that your
shares be re-registered in your own name so that you can participate.

There is no service charge to reinvest distributions, nor are there brokerage
charges for shares issued directly by the trust. However, when shares are
bought on the New York Stock Exchange or otherwise on the open market, each
participant pays a pro rata share of the commissions. The automatic
reinvestment of distributions does not relieve you of any income tax that may
be payable (or required to be withheld) on the distributions.

To enroll in or withdraw from the plan, or if you have any questions, call
1-800-637-2304 any business day from 8 a.m. to 8 p.m. Eastern time. Please have
available the name of the trust and your account and Social Security numbers.
For certain types of registrations, such as corporate accounts, instructions
must be submitted in writing. Please call for additional details. When you
withdraw, you can receive the value of the reinvested shares in one of two ways:
a check for the value of the full and fractional shares, or a certificate for
the full shares and a check for the fractional shares.

PORTFOLIO OF INVESTMENTS (Unaudited) -- May 31, 2001

Bonds - 99.9%
-------------------------------------------------------------------------------------------------
                                                               PRINCIPAL AMOUNT
ISSUER                                                            (000 OMITTED)             VALUE
-------------------------------------------------------------------------------------------------

U.S. Bonds - 89.8%
  Financial Services - 0.1%
    Pemex Project Funding Master Trust, 8.5s, 2008##              $         600      $    603,000
-------------------------------------------------------------------------------------------------
  Small Business Administration - 1.5%
    SBA, 8.875s, 2011                                             $       1,620      $  1,726,491
    SBA, 6.35s, 2021                                                      2,625         2,540,449
    SBA, 6.34s, 2021                                                      2,000         1,932,700
                                                                                     ------------
                                                                                     $  6,199,640
-------------------------------------------------------------------------------------------------
  U.S. Government Agencies - 56.6%
    Federal Home Loan Mortgage Corp., 5s, 2004                    $       4,000      $  4,001,880
    Federal Home Loan Mortgage Corp., 5.25s, 2006                        46,562        46,169,017
    Federal Home Loan Mortgage Corp., 7.5s, 2027                          3,060         3,129,624
    FHA (USGI 986 Spring Hill), 10.375s, 2030##                           2,116         2,116,052
    Financing Corp., 10.7s, 2017                                          8,500        12,136,385
    Financing Corp., 9.8s, 2018                                           5,000         6,691,400
    Financing Corp., 10.35s, 2018                                         9,500        13,285,180
    FNMA, 4.75s, 2004                                                     7,500         7,464,825
    FNMA, 5.125s, 2004                                                    5,000         5,025,800
    FNMA, 6.956s, 2007                                                    5,682         5,925,277
    FNMA, 5.75s, 2010                                                     2,500         2,160,185
    FNMA, 7.5s, 2015                                                     14,555        15,020,393
    FNMA, 8.5s, 2027                                                     10,100        10,822,756
    FNMA, 7s, 2029                                                       24,924        25,161,025
    FNMA TBA, 6.5s, 2099                                                 15,000        15,116,400
    GNMA, 7s, 2022                                                       15,020        15,283,515
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    GNMA, 7.5s, 2022                                                     16,949        17,439,093
    GNMA, 6.5s, 2028                                                     17,541        17,431,232
    GNMA, 8s, 2030                                                        4,623         4,803,851
    GNMA TBA, 7s, 2022 - 2025                                               894           906,235
    Housing Urban Development, 6.59s, 2016                                5,612         5,550,885
    Private Export Funding Corp., 7.01s, 2004                             3,380         3,502,525
                                                                                     ------------
                                                                                     $239,143,535
-------------------------------------------------------------------------------------------------
  U.S. Treasury Obligations - 31.6%
    U.S. Treasury Bonds, 10.375s, 2009                            $      14,600      $ 17,888,992
    U.S. Treasury Bonds, 12s, 2013                                        5,000         6,932,050
    U.S. Treasury Bonds, 9.875s, 2015                                    32,750        45,696,402
    U.S. Treasury Bonds, 8.875s, 2017                                     6,000         7,880,640
    U.S. Treasury Bonds, 3.625s, 2028                                    10,914        11,237,931
    U.S. Treasury Bonds, 6.25s, 2030                                      3,000         3,167,340
    U.S. Treasury Bonds, 5.375s, 2031                                     4,500         4,249,710
    U.S. Treasury Notes, 5.875s, 2004                                    21,750        22,521,473
    U.S. Treasury Notes, 4.25s, 2010                                      7,330         7,866,399
    U.S. Treasury Notes, 6.5s, 2010                                       5,602         6,015,147
                                                                                     ------------
                                                                                     $133,456,084
-------------------------------------------------------------------------------------------------
Total U.S. Bonds                                                                     $379,402,259
-------------------------------------------------------------------------------------------------
Foreign Bonds - 10.1%
  Argentina - 0.4%
    Republic of Argentina, 0s, 2001                               $       1,635      $  1,598,213
-------------------------------------------------------------------------------------------------
  Bulgaria - 0.3%
    National Republic of Bulgaria, 6.313s, 2024                   $       1,879      $  1,428,040
-------------------------------------------------------------------------------------------------
  Canada - 4.1%
    Government of Canada, 6s, 2005                                  CAD   5,867      $  3,864,245
    Government of Canada, 5.25s, 2008                                     9,661         9,294,935
    Government of Canada, 5.5s, 2009                                      6,344         4,028,748
                                                                                     ------------
                                                                                     $ 17,187,928
-------------------------------------------------------------------------------------------------
  Chile - 0.3%
    Compania Nacional de Transmission Electrica S.A.,
      7.875s, 2011 (Electric - Integrated)##                      $       1,250      $  1,222,850
-------------------------------------------------------------------------------------------------
  Colombia - 0.1%
    Republic of Columbia, 10.5s, 2006                             $         418      $    418,418
-------------------------------------------------------------------------------------------------
  Greece - 1.3%
    Hellenic Republic, 8.7s, 2005                                   EUR     164      $    157,319
    Hellenic Republic, 6s, 2006                                           5,869         5,155,513
                                                                                     ------------
                                                                                     $  5,312,832
-------------------------------------------------------------------------------------------------
  Mexico - 0.8%
    Grupo Financiero BBVA Bancomer, S.A. de C.V., 10.5s,
      2011 (Financial Services)##                                 $         872      $    926,500
    United Mexican States, 9.875s, 2007                                     800           866,800
    United Mexican States, 8.375s, 2011                                     890           890,000
    United Mexican States, 8.125s, 2019                                     880           819,482
                                                                                     ------------
                                                                                     $  3,502,782
-------------------------------------------------------------------------------------------------
  New Zealand - 0.4%
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    Government of New Zealand, 8s, 2006                             NZD   3,999      $  1,734,758
-------------------------------------------------------------------------------------------------
  Panama - 0.6%
    Republic of Panama, 9.625s, 2011                              $         914      $    934,565
    Republic of Panama, 4.5s, 2014                                          100            86,589
    Republic of Panama, 10.75s, 2020                                      1,310         1,365,675
    Republic of Panama, 8.875s, 2027                                        390           350,025
                                                                                     ------------
                                                                                     $  2,736,854
-------------------------------------------------------------------------------------------------
  Qatar - 0.4%
    State of Qatar, 9.75s, 2030##                                 $       1,490      $  1,642,725
-------------------------------------------------------------------------------------------------
  Russia - 0.3%
    Russian Federation, 8.75s, 2005##                             $       1,502      $  1,333,776
-------------------------------------------------------------------------------------------------
  South Korea - 0.2%
    Hanvit Bank, 12.75s, 2010 (Banks and Credit Cos.)##                     636      $    683,700
-------------------------------------------------------------------------------------------------
  Spain - 0.9%
    Kingdom of Spain, 7s, 2005                                    $       3,600      $  3,805,002
-------------------------------------------------------------------------------------------------
  United Kingdom
    United Kingdom Treasury, 6.75s, 2004                            GBP       5      $      7,419
-------------------------------------------------------------------------------------------------
Total Foreign Bonds                                                                  $ 42,615,297
-------------------------------------------------------------------------------------------------
Total Bonds (Identified Cost, $420,533,707)                                          $422,017,556
-------------------------------------------------------------------------------------------------
Rights
-------------------------------------------------------------------------------------------------
                                                                         SHARES
-------------------------------------------------------------------------------------------------
    United Mexican States (Identified Cost, $0)*                      1,354,000      $     18,279
-------------------------------------------------------------------------------------------------
Warrants
-------------------------------------------------------------------------------------------------
    Republic of Venezuela (Identified Cost, $0)*                         37,500      $       --
-------------------------------------------------------------------------------------------------
Put Options Purchased
-------------------------------------------------------------------------------------------------
                                                               PRINCIPAL AMOUNT
                                                                   OF CONTRACTS
ISSUER/EXPIRATION MONTH/STRIKE PRICE                              (000 OMITTED)
-------------------------------------------------------------------------------------------------
    Euro/August/0.95                                              $      10,480      $      2,348
    Japanese Yen/August/125                                           2,764,155            35,934
    Japanese Yen/August/125                                           1,718,938            82,509
-------------------------------------------------------------------------------------------------
Total Put Options Purchased (Premiums Paid, $576,812)                                $    120,791
-------------------------------------------------------------------------------------------------

Short-Term Obligations - 7.4%
-------------------------------------------------------------------------------------------------
                                                               PRINCIPAL AMOUNT
ISSUER                                                            (000 OMITTED)             VALUE
-------------------------------------------------------------------------------------------------
    Dow Chemical Co., due 6/01/01                                 $         128      $    128,000
    Federal Farm Credit Bank Consolidated, due 6/15/01 -
      6/19/01                                                            26,100        26,052,906
    Federal Home Loan Bank Consolidated, due 6/15/01                      3,900         3,894,009
    General Electric Capital Corp., due 6/01/01                             209           209,000
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    JP Morgan Chase & Co., due 6/01/01                                      792           792,000
    New Center Asset Trust, due 6/01/01                                     299           299,000
-------------------------------------------------------------------------------------------------
Total Short-Term Obligations, at Amortized Cost                                      $ 31,374,915
-------------------------------------------------------------------------------------------------
Repurchase Agreement
-------------------------------------------------------------------------------------------------
    Merrill Lynch, dated 5/31/01, due 6/01/01, total to
      be received $92,011 (secured by various U.S.
      Goverment Securities in a jointly traded account),
      at Cost                                                     $          92      $     92,000
-------------------------------------------------------------------------------------------------
Total Investments (Identified Cost, $452,577,434)                                    $453,623,541
-------------------------------------------------------------------------------------------------
Put Options Written
-------------------------------------------------------------------------------------------------
                                                               PRINCIPAL AMOUNT
                                                                   OF CONTRACTS
ISSUER/EXPIRATION MONTH/STRIKE PRICE                              (000 OMITTED)
-------------------------------------------------------------------------------------------------
    Euro/August/0.8691 (Premiums Received, $189,639)              $      (9,588)     $   (359,400)
-------------------------------------------------------------------------------------------------
Other Assets, Less Liabilities - (7.3)%                                               (30,867,294)
-------------------------------------------------------------------------------------------------
Net Assets - 100.0%                                                                  $422,396,847
-------------------------------------------------------------------------------------------------
  * Non-income producing security.
 ## SEC Rule 144A restriction.

Abbreviations have been used throughout this report to indicate amounts shown
in currencies other than the U.S. dollar. A list of abbreviations is shown
below.
AUD  = Australian Dollars                GBP  = British Pounds
CAD  = Canadian Dollars                  JPY  = Japanese Yen
CHF  = Swiss Francs                      NOK  = Norwegian Krone
DKK  = Danish Kroner                     NZD  = New Zealand Dollars
EUR  = Euro

See notes to financial statements.

FINANCIAL STATEMENTS

Statement of Assets and Liabilities (Unaudited)
---------------------------------------------------------------------------
MAY 31, 2001
---------------------------------------------------------------------------
Assets:
  Investments, at value (identified cost, $452,577,434)       $453,623,541
  Foreign currency, at value (identified cost $1)                        1
  Investment of cash collateral for securities loaned,
    (at identified cost and value)                              86,584,480
  Cash                                                                 866
  Net receivable for forward foreign currency exchange
    contracts to sell                                            1,103,656
  Net receivable for forward foreign currency exchange
    contracts subject to master netting agreements                 334,385
  Receivable for trust shares sold                                   6,000
  Receivable for investments sold                                4,326,661
  Interest receivable                                            4,379,570
                                                              ------------
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      Total assets                                            $550,359,160
                                                              ------------
Liabilities:
  Payable for investments purchased                           $ 37,387,333
  Collateral for securities loaned, at value                    86,584,480
  Payable to dividend disbursing agent                             153,231
  Net payable for forward foreign currency exchange
    contracts to purchase                                        2,976,491
  Written options outstanding, at value
    (premium received, $189,639)                                   359,400
  Payable to affiliates -
    Management fee                                                   7,881
    Transfer and dividend disbursing agent fee                      27,547
    Administrative fee                                                 203
  Accrued expenses and other liabilities                           465,747
                                                              ------------
      Total liabilities                                       $127,962,313
                                                              ------------
Net assets                                                    $422,396,847
                                                              ============
Net assets consist of:
  Paid-in capital                                             $467,948,328
  Unrealized depreciation on investments and translation of
    assets and liabilities in foreign currencies                  (673,606)
  Accumulated undistributed net realized loss on
    investments and foreign currency transactions              (45,034,776)
  Accumulated undistributed net investment income                  156,901
                                                              ------------
      Total                                                   $422,396,847
                                                              ============
Shares of beneficial interest outstanding (97,911,555
  shares authorized, less 38,160,600 treasury shares)          59,750,955
                                                               ==========
Net asset value per share
  (net assets / shares of beneficial interest outstanding)       $7.07
                                                                 =====

See notes to financial statements.

FINANCIAL STATEMENTS -- continued

Statement of Operations (Unaudited)
----------------------------------------------------------------------------
SIX MONTHS ENDED MAY 31, 2001
----------------------------------------------------------------------------
Net investment income:
  Interest income                                                $14,730,140
  Dividends                                                           15,087
                                                                 -----------
      Total investment income                                    $14,745,227
  Expenses -
    Management fee                                               $ 1,471,418
    Trustees' compensation                                            70,703
    Transfer and dividend disbursing agent fee                        82,066
    Administrative fee                                                30,895
    Investor communication expense                                    70,411
    Custodian fee                                                     96,423
    Postage                                                           16,866
    Auditing fees                                                     18,074
    Printing                                                          22,605
    Legal fees                                                           821
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    Miscellaneous                                                     61,127
                                                                 -----------
      Total expenses                                             $ 1,941,409
    Fees paid indirectly                                             (39,773)
                                                                 -----------
      Net expenses                                               $ 1,901,636
                                                                 -----------
        Net investment income                                    $12,843,591
                                                                 -----------
Realized and unrealized gain (loss) on investments:
  Realized gain (loss) (identified cost basis) -
    Investment transactions                                      $ 4,954,816
    Written option transactions                                     (193,685)
    Foreign currency transactions                                 (1,312,878)
                                                                 -----------
      Net realized gain on investments and foreign
        currency transactions                                    $ 3,448,253
                                                                 -----------
  Change in unrealized appreciation (depreciation) -
    Investments                                                  $   882,599
    Written options                                                   75,569
    Translation of assets and liabilities in
      foreign currencies                                            (194,441)
                                                                 -----------
      Net unrealized gain on investments and foreign
         currency translation                                    $   763,727
                                                                 -----------
        Net realized and unrealized gain on investments
           and foreign currency                                  $ 4,211,980
                                                                 -----------
          Increase in net assets from operations                 $17,055,571
                                                                 ===========

See notes to financial statements.

FINANCIAL STATEMENTS -- continued

Statement of Changes in Net Assets
------------------------------------------------------------------------------------------------------------------
                                                            SIX MONTHS ENDED                    YEAR ENDED
                                                                MAY 31, 2001             NOVEMBER 30, 2000
                                                                 (UNAUDITED)
----------------------------------------------------------------------------------------------------------------
Increase (decrease) in net assets:
From operations -

  Net investment income                                        $  12,843,591                 $  27,209,398
  Net realized gain (loss) on investments and foreign
    currency transactions                                          3,448,253                   (14,346,045)
  Net unrealized gain on investments and foreign currency
    translation                                                      763,727                    17,939,494
                                                               -------------                 -------------
    Increase in net assets from operations                     $  17,055,571                 $  30,802,847
                                                               -------------                 -------------
Distributions declared to shareholders -
  From net investment income                                   $ (13,634,523)                $ (18,111,821)
  In excess of net investment income                                  --                       (12,251,962)
                                                               -------------                 -------------
    Total distributions declared to shareholders               $ (13,634,523)                $ (30,363,783)
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                                                               -------------                 -------------
    Cost of shares reacquired                                  $  (3,049,285)                $ (25,591,692)
                                                               -------------                 -------------
    Total increase (decrease) in net assets                    $     371,763                 $ (25,152,628)
Net assets:
  At beginning of period                                         422,025,084                   447,177,712
                                                               -------------                 -------------
  At end of period (including accumulated undistributed
    net investment income of $156,901 and $947,833,
    respectively)                                              $ 422,396,847                 $ 422,025,084
                                                               =============                 =============
See notes to financial statements.

FINANCIAL STATEMENTS -- continued

Financial Highlights
------------------------------------------------------------------------------------------------------------------------------------
                                                                                YEAR ENDED NOVEMBER 30,
                             SIX MONTHS ENDED         -------------------------------------------------------------------------
                                 MAY 31, 2001              2000            1999             1998            1997           1996
                                  (UNAUDITED)
----------------------------------------------------------------------------------------------------------------------------------

Per share data (for a share outstanding
 throughout each period):
Net asset value - beginning of period  $ 7.01            $ 6.94          $ 7.50           $ 7.41          $ 7.56         $ 7.62
                                       ------            ------          ------           ------          ------         ------
Income from investment operations# -
  Net investment income                $ 0.21            $ 0.44          $ 0.43           $ 0.46          $ 0.49         $ 0.49
  Net realized and unrealized
    gain (loss) on investments
    and foreign currency                 0.07              0.06           (0.58)            0.08           (0.14)         (0.07)
                                       ------            ------          ------           ------          ------         ------
      Total from investment
        operations                     $ 0.28            $ 0.50          $(0.15)          $ 0.54          $ 0.35         $ 0.42
                                       ------            ------          ------           ------          ------         ------

Less distributions declared to
  shareholders -
  From net investment income           $(0.23)           $(0.29)         $(0.40)          $(0.46)         $(0.49)        $(0.49)
  In excess of net investment
    income                               --                --              --              (0.01)          (0.03)         (0.05)
  From paid in capital                   --               (0.20)          (0.06)            --              --             --
                                       ------            ------          ------           ------          ------         ------
      Total distributions
        declared to shareholders       $(0.23)           $(0.49)         $(0.46)          $(0.47)         $(0.52)        $(0.54)
                                       ------            ------          ------           ------          ------         ------
Net increase from repurchase of
  capital shares                       $ 0.01            $ 0.06          $ 0.05           $ 0.02          $ 0.02         $ 0.06
                                       ------            ------          ------           ------          ------         ------
Net asset value - end of period        $ 7.07            $ 7.01          $ 6.94           $ 7.50          $ 7.41         $ 7.56
                                       ------            ------          ------           ------          ------         ------
Per share market value - end of
  period                               $ 6.46            $6.188          $5.813           $6.563          $6.688         $6.750
                                       ======            ======          ======           ======          ======         ======
Total return#                            8.05%++          15.24%          (4.80)%           4.21%           6.91%         12.61%
Ratios (to average net assets)/
 Supplemental data:
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  Expenses##                             0.91%+            0.94%           0.92%            0.89%           0.94%          1.00%
  Net investment income                  6.35%+            6.35%           6.00%            6.14%           6.56%          6.63%
Portfolio turnover                         28%              151%            102%             253%            248%           249%
Net assets at end of period
  (000 Omitted)                      $422,397          $422,025        $447,178         $511,861        $524,580       $554,496

  + Annualized.
 ++ Not annualized.
  # Per share data are based on average shares outstanding.
 ## Ratios do not reflect expense reductions from certain expense offset arrangements.

See notes to financial statements.

NOTES TO FINANCIAL STATEMENTS (Unaudited)

(1) Business and Organization
MFS Government Markets Income Trust (the trust) is organized as a
Massachusetts business trust and is registered under the Investment Company
Act of 1940, as a nondiversified, closed-end management investment company.

(2) Significant Accounting Policies
General - The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, and
disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates. The trust
can invest in foreign securities. Investments in foreign securities are
vulnerable to the effects of changes in the relative values of the local
currency and the U.S. dollar and to the effects of changes in each country's
legal, political, and economic environment.

Investment Valuations - Debt securities (other than short-term obligations
which mature in 60 days or less), including listed issues, forward contracts,
and swap agreements, are valued on the basis of valuations furnished by
dealers or by a pricing service with consideration to factors such as
institutional-size trading in similar groups of securities, yield, quality,
coupon rate, maturity, type of issue, trading characteristics, and other
market data, without exclusive reliance upon exchange or over-the-counter
prices. Short-term obligations, which mature in 60 days or less, are valued at
amortized cost, which approximates market value. Non-U.S. dollar denominated
short-term obligations are valued at amortized cost as calculated in the
foreign currency and translated into U.S. dollars at the closing daily
exchange rate. Options, and options on futures contracts listed on commodities
exchanges are reported at market value using closing settlement prices. Over-
the-counter options on securities are valued by brokers. Over-the-counter
currency options are valued through the use of a pricing model which takes
into account foreign currency exchange spot and forward rates, implied
volatility, and short-term repurchase rates. Securities for which there are no
such quotations or valuations are valued in good faith by the Trustees.

Foreign Currency Translation - Investment valuations, other assets, and
liabilities initially expressed in foreign currencies are converted each
business day into U.S. dollars based upon current exchange rates. Purchases
and sales of foreign investments, income, and expenses are converted into U.S.
dollars based upon currency exchange rates prevailing on the respective dates
of such transactions. Gains and losses attributable to foreign currency
exchange rates on sales of securities are recorded for financial statement
purposes as net realized gains and losses on investments. Gains and losses
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attributable to foreign exchange rate movements on income and expenses are
recorded for financial statement purposes as foreign currency transaction
gains and losses. That portion of both realized and unrealized gains and
losses on investments that results from fluctuations in foreign currency
exchange rates is not separately disclosed.

Written Options - The trust, may write call or put options in exchange for a
premium. The premium is initially recorded as a liability, which is
subsequently adjusted to the current value of the option contract. When a
written option expires, the trust realizes a gain equal to the amount of the
premium received. When a written call option is exercised or closed, the
premium received is offset against the proceeds to determine the realized gain
or loss. When a written put option is exercised, the premium reduces the cost
basis of the security purchased by the trust. The trust, as writer of an
option, may have no control over whether the underlying securities may be sold
(call) or purchased (put) and, as a result, bears the market risk of an
unfavorable change in the price of the securities underlying the written
option. In general, written call options may serve as a partial hedge against
decreases in value in the underlying securities to the extent of the premium
received. Written options may also be used as part of an income producing
strategy reflecting the view of the trust's management on the direction of
interest rates.

Security Loans - State Street Bank and Trust Company ("State Street") and JP
Morgan Chase & Co. ("JP Morgan"), as lending agents, may loan the securities
of the trust to certain qualified institutions (the "Borrowers") approved by
the trust. The loans are collateralized at all times by cash or U.S. Treasury
securities in an amount at least equal to the market value of the securities
loaned. State Street provides the trust with indemnification against Borrower
default. The trust bears the risk of loss with respect to the investment of
cash collateral.

Cash collateral is invested in short-term securities. A portion of the income
generated upon investment of the collateral is remitted to the Borrowers, and
the remainder is allocated between the trust, and the lending agents. On loans
collateralized by U.S. Treasury securities, a fee is received from the
Borrower, and is allocated between the trust, and the lending agent. Income
from securities lending is included in interest income on the Statement of
Operations. The dividend and interest income earned on the securities loaned
is accounted for in the same manner as other dividend and interest income.

At May 31, 2001, the value of securities loaned was $84,867,956. These loans
were collateralized by cash of $86,584,480 which was invested in the following
short-term obligations:

                                                 PRINCIPAL    AMORTIZED COST
                                                    AMOUNT         AND VALUE
------------------------------------------------------------------------------
Navigator Securities Lending Prime Portfolio   $86,584,480       $86,584,480
                                                                 -----------

Forward Foreign Currency Exchange Contracts - The trust may enter into forward
foreign currency exchange contracts for the purchase or sale of a specific
foreign currency at a fixed price on a future date. Risks may arise upon
entering into these contracts from the potential inability of counterparties
to meet the terms of their contracts and from unanticipated movements in the
value of a foreign currency relative to the U.S. dollar. The trust may enter
into forward contracts for hedging purposes as well as for non-hedging
purposes. For hedging purposes, the trust may enter into contracts to deliver
or receive foreign currency it will receive from or require for its normal
investment activities. The trust may also use contracts in a manner intended
to protect foreign currency-denominated securities from declines in value due
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to unfavorable exchange rate movements. For non-hedging purposes, the trust
may enter into contracts with the intent of changing the relative exposure of
the trust's portfolio of securities to different currencies to take advantage
of anticipated changes. The forward foreign currency exchange contracts are
adjusted by the daily exchange rate of the underlying currency and any gains
or losses are recorded as unrealized until the contract settlement date. On
contract settlement date, the gains or losses are recorded as realized gains
or losses on foreign currency transactions.

Investment Transactions and Income - Investment transactions are recorded on the
trade date. Interest income is recorded on the accrual basis. All discount is
accreted for financial statement and tax reporting purposes as required by
federal income tax regulations.

The trust, will adopt the provisions of the AICPA Audit and Accounting Guide for
Investment Companies, as revised, effective for fiscal years beginning after
December 15, 2000. As required, the trust will begin amortizing premiums on debt
securities effective December 1, 2001. Prior to this date, the trust did not
amortize premiums on debt securities. The cumulative effect of this accounting
change will have no impact on the total net assets of the trust. The impact of
this accounting change has not been determined, but will result in a decrease to
cost of securities and a corresponding increase in net unrealized appreciation.

Fees Paid Indirectly - The trust's custody fee is reduced according to an
arrangement that measures the value of cash deposited with the custodian by
the trust. This amount is shown as a reduction of total expenses on the
Statement of Operations.

Tax Matters and Distributions - The trust's policy is to comply with the
provisions of the Internal Revenue Code (the Code) applicable to regulated
investment companies and to distribute to shareholders all of its net taxable
income, including any net realized gain on investments. Accordingly, no
provision for federal income or excise tax is provided.

Distributions to shareholders are recorded on the ex-dividend date. The trust
distinguishes between distributions on a tax basis and a financial reporting
basis and only distributions in excess of tax basis earnings and profits are
reported in the financial statements as distributions from paid-in capital.
Differences in the recognition or classification of income between the
financial statements and tax earnings and profits, which result in temporary
over-distributions for financial statement purposes, are classified as
distributions in excess of net investment income or net realized gains.

At November 30, 2000, the trust, for federal income tax purposes, had a
capital loss carryforward of $48,087,867 which may be applied against any net
taxable realized gains of each succeeding year until the earlier of its
utilization or expiration on:

              November 30, 2002                      $21,490,437
              November 30, 2004                          196,662
              November 30, 2005                        8,818,381
              November 30, 2007                       11,594,208
              November 30, 2008                        5,988,179

(3) Transactions with Affiliates
Investment Adviser - The trust has an investment advisory agreement with
Massachusetts Financial Services Company (MFS) to provide overall investment
advisory and administrative services, and general office facilities. The
management fee is computed daily and paid monthly at an annual rate of 0.32%
per annum of the trust's, average daily net assets and 5.33% of investment
income or 0.85% per annum of average daily net assets. The effective annual
rate for the six months ended May 31, 2001, was 0.69%.
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The trust pays no compensation directly to its Trustees who are officers of
the investment adviser, or to officers of the trust, all of whom receive
remuneration for their services to the trust from MFS. Certain officers and
Trustees of the trust, are officers or directors of MFS, and MFS Service
Center, Inc. (MFSC). The trust has an unfunded defined benefit plan for all of
its independent Trustees. Included in Trustees' compensation is a net periodic
pension expense of $21,846 for the six months ended May 31, 2001.

Administrator - The trust has an administrative services agreement with MFS to
provide the trust with certain financial, legal, shareholder servicing,
compliance, and other administrative services. As a partial reimbursement for
the cost of providing these services, the trust pays MFS an administrative fee
at the following annual percentages of the trust's average daily net assets:

              First $2 billion                           0.0175%
              Next $2.5 billion                          0.0130%
              Next $2.5 billion                          0.0005%
              In excess of $7 billion                    0.0000%

Transfer Agent - MFSC acts as registrar and dividend disbursing agent for the
trust. The agreement provides that the trust will pay MFSC an account
maintenance fee of no more than $9.00 and a dividend services fee of $0.75 per
reinvestment and will reimburse MFSC for reasonable out-of-pocket expenses.

(4) Portfolio Securities
Purchases and sales of investments, other than purchased option transactions
and short-term obligations, were as follows:

                                                  PURCHASES           SALES
--------------------------------------------------------------------------------
U.S. government securities                     $111,884,796     $95,908,346
                                               ------------     -----------
Investments (non-U.S. government securities)   $ 17,849,329     $22,408,444
                                               ============     ===========

The  cost  and  unrealized  appreciation  and depreciation in the value of the
investments owned by the trust, as computed on a federal income tax basis, are
as follows:

Aggregate cost                                                 $452,972,595
                                                               ------------
Gross unrealized appreciation                                  $  7,877,348
Gross unrealized depreciation                                    (7,226,402)
                                                               ------------
    Net unrealized appreciation                                $    650,946
                                                               ------------

(5) Shares of Beneficial Interest
The Trustees have authorized 97,911,555 full and fractional shares of
beneficial interest. Transactions in trust shares were as follows:

                                 SIX MONTHS ENDED                  YEAR ENDED
                                     MAY 31, 2001           NOVEMBER 30, 2000
                          -----------------------   -------------------------
                             SHARES        AMOUNT       SHARES         AMOUNT
-----------------------------------------------------------------------------
Treasury shares reacquired   472,000    $3,049,285    4,231,200    $25,591,692

In accordance with the provisions of the trust's prospectus, 472,000 shares of
beneficial interest were purchased by the trust during the six months ended
May 31, 2001, at an average price per share of $6.46 and a weighted average
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discount of 8.98% per share. The trust reacquired 4,231,200 shares of
beneficial interest during the year ended November 30, 2000, at an average
price per shares of $6.05 and a weighted average discount of 12.26% per share.

(6) Line of Credit
The trust and other affiliated funds participate in a $1.225 billion unsecured
line of credit provided by a syndication of banks under a line of credit
agreement. Borrowings may be made for temporary financing needs. Interest is
charged to each fund, based on its borrowings, at a rate equal to the bank's
base rate. In addition, a commitment fee, based on the average daily unused
portion of the line of credit, is allocated among the participating funds at
the end of each quarter. The commitment fee allocated to the trust for the six
months ended May 31, 2001, was $2,885. The trust had no borrowings during the
period.

(7) Financial Instruments
The trust, trades financial instruments with off-balance-sheet risk in the
normal course of its investing activities in order to manage exposure to
market risks such as interest rates and foreign currency exchange rates. These
financial instruments include written options, forward foreign currency
exchange contracts, swap agreements, and futures contracts. The notional or
contractual amounts of these instruments represent the investment the trust
has in particular classes of financial instruments and does not necessarily
represent the amounts potentially subject to risk. The measurement of the
risks associated with these instruments is meaningful only when all related
and offsetting transactions are considered.

Written Option Transactions
                                                NUMBER OF           PREMIUMS
                                                CONTRACTS           RECEIVED
-----------------------------------------------------------------------------
Outstanding, beginning of period                        2          $ 264,232
Options written                                         2            412,462
Options terminated in closing transactions             (3)          (487,055)
                                                       --          ---------
Outstanding, end of period                              1          $ 189,639
                                                       ==          =========

At May 31, 2001, the trust had sufficient cash and/or securities at least
equal to the value of the written options.

Forward Foreign Currency Exchange Contracts

                                                                                                      NET
                                                                                               UNREALIZED
                                       CONTRACTS TO    IN EXCHANGE          CONTRACTS        APPRECIATION
              SETTLEMENT DATE       DELIVER/RECEIVE              FOR         AT VALUE      (DEPRECIATION)
---------------------------------------------------------------------------------------------------------

Sales                06/13/01     AUD    27,410,007      $13,838,355      $13,885,507        $   (47,152)
                     06/13/01     EUR    16,653,751       14,890,730       14,077,147            813,583
                     06/13/01     JPY   445,877,256        3,751,754        3,755,995             (4,241)
                     06/13/01     NOK   136,189,282       14,845,467       14,502,181            343,286
                     06/13/01     NZD     9,255,810        3,772,737        3,774,557             (1,820)
                                                         -----------      -----------        -----------
                                                         $51,099,043      $49,995,387        $ 1,103,656
                                                         ===========      ===========        ===========
Purchases            06/13/01     AUD     8,312,855      $ 8,543,760      $ 8,518,593        $   (25,167)
                     06/13/01     CHF        87,263           52,887           48,575             (4,312)
                     06/13/01     DKK     3,648,503          454,738          413,841            (40,897)
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                     06/13/01     EUR    45,312,589       40,828,535       38,302,001         (2,526,534)
                     06/13/01     GBP     6,067,846        8,591,159        8,600,042              8,883
                     06/13/01     NOK   136,190,082       14,890,730       14,502,266           (388,464)
                                                         -----------      -----------        -----------
                                                         $73,361,809      $70,385,318        $(2,976,491)
                                                         ===========      ===========        ===========

At May 31, 2001, forward foreign currency purchases and sales under master
netting agreements excluded above amounted to a net payable of $4,973 with
Merrill Lynch and $502,133 with Union Bank of Switzerland and a net receivable
of $841,491 with Deutsche Bank.

At May 31, 2001, the trust had sufficient cash and/or securities to cover any
commitments under these contracts.

MFS(R) GOVERNMENT MARKETS INCOME TRUST
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0;            The Citigroup High Yield Market Index is a broad-based unmanaged index of high yield securities.

vi  The JPMorgan Emerging Markets Bond Index Global (�EMBI Global�) tracks total returns for U.S. dollar
denominated debt instruments issued by emerging market sovereign and quasi-sovereign entities: Brady bonds, loans,
Eurobonds, and local market instruments. Countries covered are Algeria, Argentina, Brazil, Bulgaria, Chile, China,
Colombia, Cote d�Ivoire, Croatia, Ecuador, Greece, Hungary, Lebanon, Malaysia, Mexico, Morocco, Nigeria, Panama,
Peru, the Philippines, Poland, Russia, South Africa, South Korea, Thailand, Turkey and Venezuela.

Western Asset Emerging Markets Floating Rate Fund Inc.         III
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Fund Overview

Q. What were the overall market conditions during the Fund�s reporting period?

A. During the reporting period, riskier fixed-income asset classes, such as emerging market debt, generated superior
results versus their investment-grade counterparts. For the 12-month period ended February 28, 2007, the JPMorgan
Emerging Markets Bond Index Global (�EMBI Global�)i returned 7.71%. In contrast, the JPMorgan Global Government
Bond Market Index (Hedged)ii returned 4.30% over the same period. It�s important to note that the EMBI Global Index
has several differences from that of the Western Asset Emerging Markets Floating Rate Fund Inc. For example, the
Fund must allocate at least 80% of its assets in floating rate debt securities and have a durationiii of one year or less. In
contrast, the EMBI Global has very little exposure to floating rate debt securities and has a duration of over seven
years.

Performance Review

For the 12 months ended February 28, 2007, Western Asset Emerging Markets Floating Rate Fund Inc. returned 5.69%, based on its net asset
value (�NAV�)iv and 12.61% based on its New York Stock Exchange (�NYSE�) market price per share. In comparison, the Fund�s unmanaged
benchmark, the EMBI Global, returned 7.71% and its Lipper Emerging Markets Debt Closed-End Funds Category Averagev increased 7.65%
over the same time frame. Please note that Lipper performance returns are based on each fund�s NAV.

During the 12-month period, the Fund made distributions to shareholders totaling $1.87 per share. The performance table shows the Fund�s
12-month total return based on its NAV and market price as of February 28, 2007. Past performance is no guarantee of future results.

Performance Snapshot as of February 28, 2007 (unaudited)

Price Per Share
12-Month

Total Return
$14.19 (NAV) 5.69%
$13.62 (Market Price) 12.61%

All figures represent past performance and are not a guarantee of future results.

Total returns are based on changes in NAV or market price, respectively. Total returns assume the reinvestment of all distributions, in additional
shares.
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Q.  What were the most significant factors affecting Fund performance?

What were the leading contributors to performance?

A. Overweight positions in Argentina and Brazil contributed to results over the period. Argentina was the best
performing country in the EMBI Global over the period and Brazilian debt performed well as the country�s fiscal
situation continued to improve. In May and June 2006, investor risk appetite fell due to geopolitical

Western Asset Emerging Markets Floating Rate Fund Inc. 2007 Annual Report     1

Edgar Filing: MFS GOVERNMENT MARKETS INCOME TRUST - Form N-30D

22



concerns. During this time, Turkey suffered more than most countries since it has a large current account deficit and is dependent on foreign
financing. Therefore, the Fund�s underweight position in Turkey enhanced results.

What were the leading detractors from performance?

A. The Fund held an overweight position in Russia, a relatively safer country than many others in the EMBI Global.
This detracted from performance as Russia underperformed over the period. Overall, we emphasized lower risk
countries and took a somewhat more conservative approach to managing the portfolio as emerging market spreads
reached historically tight levels. This positioning detracted from results, as spreads surprisingly continued to move
tighter over the reporting period.

Q. Were there any significant changes to the Fund during the reporting period?

A. There were no material changes to the Fund during the reporting period.

Looking for Additional Information?

The Fund is traded under the symbol �EFL� and its closing market price is available in most newspapers under the NYSE listings. The daily NAV
is available on-line under the symbol �XEFLX� on most financial websites. Barron�s and The Wall Street Journal�s Monday edition both carry
closed-end fund tables that provide additional information. In addition, the Fund issues a quarterly press release that can be found on most major
financial websites as well as www.leggmason.com/InvestorServices.

In a continuing effort to provide information concerning the Fund, shareholders may call 1-888-777-0102 (toll free), Monday through Friday
from 8:00 a.m. to 6:00 p.m. Eastern Time, for the Fund�s current NAV, market price and other information.

Thank you for your investment in Western Asset Emerging Markets Floating Rate Fund Inc. As always, we appreciate that you have chosen us
to manage your assets and we remain focused on achieving the Fund�s investment goals.

Sincerely,

Western Asset Management Company
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The information provided is not intended to be a forecast of future events, a guarantee of future results or investment advice. Views expressed
may differ from those of the firm as a whole.

RISKS: The Fund may invest in high-yield and foreign securities, including emerging markets, which involve risks beyond those inherent in
higher-rated and domestic investments. Investing in foreign securities is subject to certain risks typically not associated with domestic investing,
such as currency fluctuations, and changes in political and economic conditions. These risks are magnified in emerging or developing markets.
Derivatives, such as options and futures, can be illiquid and harder to value, especially in declining markets. A small investment in certain
derivatives may have a potentially large impact on the Fund�s performance.

All index performance reflects no deduction for fees, expenses or taxes. Please note that an investor cannot invest directly in an index.

i  The JPMorgan Emerging Markets Bond Index Global (�EMBI Global�) tracks total returns for U.S. dollar
denominated debt instruments issued by emerging market sovereign and quasi-sovereign entities: Brady bonds, loans,
Eurobonds, and local market instruments. Countries covered are Algeria, Argentina, Brazil, Bulgaria, Chile, China,
Colombia, Cote d�Ivoire, Croatia, Ecuador, Greece, Hungary, Lebanon, Malaysia, Mexico, Morocco, Nigeria, Panama,
Peru, the Philippines, Poland, Russia, South Africa, South Korea, Thailand, Turkey and Venezuela.

ii  The JPMorgan Global Government Bond Market Index (Hedged) is a daily, market capitalization-weighted,
international fixed-income index consisting of 13 countries.

iii  Duration is the measure of the price sensitivity of a fixed-income security to an interest rate change of 100
basis points. Calculation is based on the weighted average of the present values of all cash flows.

iv  NAV is calculated by subtracting total liabilities from the closing value of all securities held by the Fund
(plus all other assets) and dividing the result (total net assets) by the total number of the common shares outstanding.
The NAV fluctuates with changes in the market prices of securities in which the Fund has invested. However, the
price at which an investor may buy or sell shares of the Fund is at the Fund�s market price as determined by supply of
and demand for the Fund�s shares.

v  Lipper, Inc. is a major independent mutual-fund tracking organization. Returns are based on the 12-month
period ended February 28, 2007, including the reinvestment of all distributions, including returns of capital, if any,
calculated among the 13 funds in the Fund�s Lipper category.
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Fund at a Glance (unaudited)

Investment Breakdown

As a Percent of Total Investments
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Schedule of Investments (February 28, 2007)

WESTERN ASSET EMERGING MARKETS FLOATING RATE FUND INC.

Face
Amount Security Value

SOVEREIGN BONDS � 67.5%
Argentina � 4.8%

Republic of Argentina:
$ 1,173,750 5.475% due 8/3/12 (a) $ 1,113,128

1,591,056 Discount Notes, 8.280% due 12/31/33 1,824,543
Total Argentina 2,937,671

Brazil � 13.6%
Federative Republic of Brazil:

5,332,000 11.000% due 8/17/40 7,123,552
1,182,795 MYDFA, 6.250% due 9/15/07 (a)(b)(c) 1,182,795

Total Brazil 8,306,347

Colombia � 4.9%
Republic of Colombia:

2,000,000 8.911% due 3/17/13 (a)(b) 2,220,000
740,000 7.160% due 11/16/15 (a) 782,180

Total Colombia 3,002,180

Ecuador � 1.2%
865,000 Republic of Ecuador, 10.000% due 8/15/30 (b) 739,575

Mexico � 12.8%
United Mexican States:

479,000 7.500% due 1/14/12 524,744
7,200,000 Medium-Term Notes, Series A, 6.060% due 1/13/09 (a) 7,255,800

Total Mexico 7,780,544

Panama � 3.0%
1,708,000 Republic of Panama, 7.250% due 3/15/15 1,853,180

Peru � 1.9%
1,181,800 Republic of Peru, PDI, 5.000% due 3/7/17 (a) 1,178,846

Philippines � 1.2%
Republic of the Philippines:

510,000 10.625% due 3/16/25 726,737
23,000 7.750% due 1/14/31 25,947

Total Philippines 752,684

See Notes to Financial Statements.
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Schedule of Investments (February 28, 2007) (continued)

Face
Amount Security Value

Russia � 13.3%
Russian Federation:

$ 2,566,707 8.250% due 3/31/10 (b) $ 2,675,792
4,772,000 5.000% due 3/31/30 (b) 5,410,255

Total Russia 8,086,047

Turkey � 4.1%
Republic of Turkey:

1,125,000 11.500% due 1/23/12 1,366,879
760,000 11.875% due 1/15/30 1,160,900

Total Turkey 2,527,779

Uruguay � 1.9%
1,060,134 Oriental Republic of Uruguay, Bonds, 7.625% due 3/21/36 1,155,281

Venezuela � 4.8%
Bolivarian Republic of Venezuela:

2,780,000 Collective Action Securities, 6.360% due 4/20/11 (a)(b) 2,759,845
180,918 DCB, Series DL, 6.250% due 12/18/07 (a) 181,144

Total Venezuela 2,940,989
TOTAL SOVEREIGN BONDS
(Cost � $38,840,807) 41,261,123

CORPORATE BONDS & NOTES � 32.4%

Brazil � 4.1%
Vale Overseas Ltd., Notes:

471,000 8.250% due 1/17/34 578,687
1,798,000 6.875% due 11/21/36 1,900,047

Total Brazil 2,478,734

India � 0.2%
114,000 ICICI Bank Ltd., Bonds, 6.375% due 4/30/22 (a)(b) 116,145

Kazakhstan � 3.5%
330,000 ATF Capital BV, 9.250% due 2/21/14 (b) 329,175

TuranAlem Finance BV:
1,520,000 6.735% due 1/22/09 (a)(b) 1,527,220
310,000 8.250% due 1/22/37 (b) 315,038

Total Kazakhstan 2,171,433

See Notes to Financial Statements.
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Schedule of Investments (February 28, 2007) (continued)

Face
Amount Security Value

Mexico � 9.6%
$ 240,000 Axtel SA de CV, Senior Notes, 7.625% due 2/1/17 (b) $ 241,200

160,000 Banco Mercantil del Norte SA, Subordinated Bonds, 6.135% due
10/13/16 (a)(b)

163,095

Grupo Transportacion Ferroviaria Mexicana SA de CV, Senior
Notes:

100,000 9.375% due 5/1/12 107,750
20,000 12.500% due 6/15/12 21,675

Pemex Project Funding Master Trust:
450,000 5.970% due 12/3/12 (a) 453,937

4,830,000 Senior Notes, 5.970% due 12/3/12 (a)(b)(d) 4,872,263
Total Mexico 5,859,920

Panama � 0.4%
254,000 MMG Fiduciary Trust Corp., 6.750% due 2/1/16 (b) 258,431

Russia � 10.4%
2,000,000 Morgan Stanley Bank AG for OAO Gazprom,

Loan Participation Notes, 9.625% due 3/1/13 (b) 2,375,000
1,230,000 Russian Agricultural Bank, Notes, 7.175% due 5/16/13 (b) 1,289,962
490,000 TNK-BP Finance SA, 7.500% due 7/18/16 (b) 519,400
140,000 UBS Luxembourg SA for OJSC Vimpel Communications,

Loan Participation Notes, 8.250% due 5/23/16 149,450
2,000,000 VTB Capital SA for Vneshtorgbank, Loan Participation

Notes 5.960% due 8/1/08 (a)(b) 2,006,700
Total Russia 6,340,512

Thailand � 1.1%
650,000 True Move Co., Ltd., 10.750% due 12/16/13 (b) 666,250

Venezuela � 3.1%
Petrozuata Finance Inc.:

1,113,000 8.220% due 4/1/17 (b) 1,115,783
756,000 8.220% due 4/1/17 (b) 757,890

Total Venezuela 1,873,673
TOTAL CORPORATE BONDS & NOTES
(Cost � $19,462,520) 19,765,098
TOTAL INVESTMENTS BEFORE SHORT-TERM
INVESTMENT
(Cost � $58,303,327) 61,026,221

See Notes to Financial Statements.
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Schedule of Investments (February 28, 2007) (continued)

Face
Amount Security Value

SHORT-TERM INVESTMENT � 0.1%
U.S. Government Agency � 0.1%
$ 45,000 Federal National Mortgage Association (FNMA), Discount Notes, $ 44,261

5.197% due 6/25/07 (e) (Cost � $44,261)
TOTAL INVESTMENTS � 100.0% (Cost � $58,347,588#) $ 61,070,482

(a)  Variable rate security. Interest rate disclosed is that which is in effect at February 28, 2007.

(b)  Security is exempt from registration under Rule 144A of the Securities Act of 1933. This security may be
resold in transactions that are exempt from registration, normally to qualified institutional buyers. This security has
been deemed liquid pursuant to guidelines approved by the Board of Directors, unless otherwise noted.

(c)  Illiquid security.

(d)  All or a portion of this security is segregated for swap contracts and open futures contracts.

(e)  Rate shown represents yield to maturity.

#  Aggregate cost for federal income tax purposes is $58,565,883.

Abbreviations used in this schedule:

DCB  � Debt Conversion Bond

MYDFA  � Multi-Year Depository Facility Agreement

PDI  � Past Due Interest

See Notes to Financial Statements.
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Statement of Assets and Liabilities (February 28, 2007)

ASSETS:
Investments, at value (Cost � $58,347,588) $ 61,070,482
Interest receivable 906,000
Interest receivable for open swap contracts 261,112
Receivable for securities sold 200,759
Unrealized appreciation on swaps 64,529
Receivable from broker � variation margin on open futures contracts 9,912
Prepaid expenses 568
Total Assets 62,513,362
LIABILITIES:
Unrealized depreciation on swaps 649,694
Interest payable for open swap contracts 267,643
Due to custodian 193,866
Payable for securities purchased 145,267
Investment management fee payable 49,198
Directors� fees payable 4,469
Accrued expenses 127,956
Total Liabilities 1,438,093
Total Net Assets $ 61,075,269

NET ASSETS:
Par value ($0.001 par value; 4,303,709 shares issued and outstanding; 100,000,000 shares authorized) $ 4,304
Paid-in capital in excess of par value 57,130,570
Undistributed net investment income 1,171,656
Accumulated net realized gain on investments, futures contracts and swap contracts 675,554
Net unrealized appreciation on investments, futures contracts and swap contracts 2,093,185
Total Net Assets $ 61,075,269

Shares Outstanding 4,303,709
Net Asset Value $14.19

See Notes to Financial Statements.
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Statement of Operations (For the year ended February 28, 2007)

INVESTMENT INCOME:
Interest $ 4,982,311

EXPENSES:
Investment management fee (Note 2) 670,208
Interest expense (Notes 3 and 4) 536,585
Commitment fee (Note 4) 100,631
Directors� fees 68,740
Legal fees 57,482
Shareholder reports 54,656
Audit and tax 51,080
Transfer agent fees 28,567
Stock exchange listing fees 21,253
Custody fees 12,059
Insurance 997
Miscellaneous expenses 8,304
Total Expenses 1,610,562
Net Investment Income 3,371,749
REALIZED AND UNREALIZED GAIN (LOSS) ON INVESTMENTS, FUTURES CONTRACTS AND
SWAP CONTRACTS (NOTES 1 AND 3):
Net Realized Gain (Loss) From:
Investment transactions 3,583,058
Futures contracts (11,312)
Swap contracts 65,948
Net Realized Gain 3,637,694
Change in Net Unrealized Appreciation/Depreciation From:
Investments (3,170,232)
Futures contracts (44,544)
Swap contracts (263,859)
Change in Net Unrealized Appreciation/Depreciation (3,478,635)
Net Gain on Investments, Futures Contracts and Swap Contracts 159,059
Increase in Net Assets From Operations $ 3,530,808

See Notes to Financial Statements.
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Statements of Changes in Net Assets (For the years ended February 28,)

2007 2006
OPERATIONS:
Net investment income $  3,371,749 $  3,684,178
Net realized gain 3,637,694 2,214,683
Change in net unrealized appreciation/depreciation (3,478,635) 1,903,480
Increase in Net Assets From Operations 3,530,808 7,802,341
DISTRIBUTIONS TO SHAREHOLDERS FROM (NOTE 1):
Net investment income (2,724,248) (3,008,221)
Net realized gains (5,309,916) (253,919)
Decrease in Net Assets From Distributions to Shareholders (8,034,164) (3,262,140)
FUND SHARE TRANSACTIONS:
Reinvestment of distributions (974 shares issued) � 13,596
Increase in Net Assets From Fund Share Transactions � 13,596
Increase (Decrease) in Net Assets (4,503,356) 4,553,797
NET ASSETS:
Beginning of year 65,578,625 61,024,828
End of year * $ 61,075,269 $65,578,625

* Includes undistributed net investment income of: $1,171,656 $345,062

See Notes to Financial Statements.
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Statement of Cash Flows (For the year ended February 28, 2007)

CASH FLOWS PROVIDED (USED) BY OPERATING ACTIVITIES:
Interest received $ 5,126,340
Operating expenses paid (1,110,077)
Net sales of short-term investments 751,739
Realized loss on futures contracts (11,312)
Realized gain on swap contracts 65,948
Net change in unrealized appreciation/depreciation on futures contracts (44,544)
Purchases of long-term investments (63,732,309)
Proceeds from disposition of long-term investments 92,341,359
Change in receivable from broker � variation margin on futures contracts (9,912)
Change in interest receivable on swap contracts 194,236
Change in interest payable on swap contracts (305,947)
Interest paid (755,541)
Net Cash Flows Provided By Operating Activities 32,509,980

CASH FLOWS PROVIDED (USED) BY FINANCING ACTIVITIES:
Cash distributions paid (8,034,164)
Cash paid on loan (15,000,000)
Deposits with brokers for swap contracts 590,128
Cash paid on reverse repurchase agreements (10,260,000)
Net Cash Flows Used By Financing Activities (32,704,036)
Net Decrease in Cash (194,056)
Cash, Beginning of year 190
Due to custodian, End of year $ (193,866)

RECONCILIATION OF INCREASE IN NET ASSETS FROM OPERATIONS TO NET CASH FLOWS
PROVIDED (USED) BY OPERATING ACTIVITIES:
Increase in Net Assets From Operations $ 3,530,808
Accretion of discount on investments (297,866)
Amortization of premium on investments 240,422
Decrease in investments, at value 18,937,281
Increase in payable for securities purchased 145,267
Decrease in interest receivable 201,473
Decrease in interest receivable on swap contracts 194,236
Decrease in interest payable on swap contracts (305,947)
Decrease in receivable for securities sold 10,129,274
Increase in receivable from broker � variation margin on futures contracts (9,912)
Increase in prepaid expenses (568)
Decrease in interest payable (218,956)
Decrease in accrued expenses (35,532)
Total Adjustments 28,979,172
Net Cash Flows Provided By Operating Activities $ 32,509,980

See Notes to Financial Statements.
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Financial Highlights

For a share of capital stock outstanding throughout each year ended February 28, unless otherwise noted:

2007 2006 2005 2004(1) 2003
Net Asset Value, Beginning of Year $ 15.24 $ 14.18 $ 13.28 $ 11.23 $ 12.07
Income (Loss) From Operations:
Net investment income 0.82 0.86 0.88 1.01 1.24(2)
Net realized and unrealized gain
(loss) (0.00)* 0.96 0.90 2.09 (0.98)(2)

Total Income From Operations 0.82 1.82 1.78 3.10 0.26
Less Distributions From:
Net investment income (0.63) (0.70) (0.73) (1.05) (1.09)
Net realized gains (1.24) (0.06) (0.15) � �
Return of capital � � � � (0.01)
Total Distributions (1.87) (0.76) (0.88) (1.05) (1.10)
Net Asset Value, End of Year $ 14.19 $ 15.24 $ 14.18 $ 13.28 $ 11.23
Market Price, End of Year $ 13.62 $ 13.85 $ 14.02 $ 13.69 $ 11.30
Total Return, Based on Net Asset
Value(3) 5.69% 13.31% 14.02% 28.37% 3.28%
Total Return, Based on Market
Price(4) 12.61% 4.77% 9.50% 31.55% 6.92%
Net Assets, End of Year (000s) $ 61,075 $ 65,579 $ 61,025 $ 57,143 $ 48,271
Ratios to Average Net Assets:
Gross expenses 2.52% 3.05% 2.40% 2.36% 2.65%
Gross expenses, excluding interest
expense 1.68 1.57 1.67 1.70 1.69
Net expenses 2.52 3.05(5) 2.40 2.36 2.65
Net expenses, excluding interest
expense 1.68 1.57(5) 1.67 1.70 1.69
Net investment income 5.28 5.98 6.57 7.93 11.64(2)
Portfolio Turnover Rate 95% 89% 136% 87% 87%
Supplemental Data:
Loans Outstanding, End of Year
(000s) �(6) $ 15,000 $ 15,000 $ 15,000 $ 15,000
Weighted Average Loan (000s) $ 14,433(6) $ 15,000 $ 15,000 $ 15,000 $ 15,000
Weighted Average Interest Rate on
Loans 5.15%(6) 4.85% 2.83% 2.40% 2.97%

(1)  For the year ended February 29, 2004.

(2)  Certain amounts have been reclassified between net investment income and net realized gain (loss) in order
to conform to the current year presentation of swap contracts. Without the effect of these reclassifications, the net
investment income for the year ended February 28, 2003 would have been $1.08. Net realized and unrealized loss
would have been $(0.82). In addition, the ratio of net investment income to average net assets would have been
10.16%. These reclassifications had no impact on the net asset value of the Fund or the amount and character of
distributions.

(3)  Performance figures may reflect fee waivers and/or expense reimbursements. In the absence of fee waivers
and/or expense reimbursements, the total return would have been lower. Past performance is no guarantee of future
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results.

(4)  The total return calculation assumes that distributions are reinvested in accordance with the Fund�s dividend
reinvestment plan. Past performance is no guarantee of future results.

(5)  Reflects fee waivers and/or expense reimbursements.

(6)  At Februrary 28, 2007, the Fund did not have an outstanding loan.

*  Amount represents less than $0.01 per share.

See Notes to Financial Statements.
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Notes to Financial Statements

1.  Organization and Significant Accounting Policies

Western Asset Emerging Markets Floating Rate Fund Inc. (the �Fund�) (formerly known as Salomon Brothers Emerging Markets Floating Rate
Fund Inc.) was incorporated in Maryland on January 21, 1994 and is registered as a non-diversified, closed-end management investment
company under the Investment Company Act of 1940, as amended, (the �1940 Act�). The Fund seeks to maintain a high level of current income
by investing at least 80% of its net assets plus any borrowings for investment purposes in floating rate debt securities of emerging market
sovereign and corporate issuers, including fixed-rate securities with respect to which the Fund has entered into interest rate swaps to effectively
convert the fixed-rate interest payments received into floating-rate interest payments. As a secondary objective, the Fund seeks capital
appreciation.

The following are significant accounting policies consistently followed by the Fund and are in conformity with U.S. generally accepted
accounting principles (�GAAP�). Estimates and assumptions are required to be made regarding assets, liabilities and changes in net assets resulting
from operations when financial statements are prepared. Changes in the economic environment, financial markets and any other parameters used
in determining these estimates could cause actual results to differ.

(a) Investment Valuation. Debt securities are valued at the mean between the bid and asked prices provided by an
independent pricing service that are based on transactions in debt obligations, quotations from bond dealers, market
transactions in comparable securities and various other relationships between securities. Equity securities for which
market quotations are available are valued at the last sale price or official closing price on the primary market or
exchange on which they trade. Publicly traded foreign government debt securities are typically traded internationally
in the over-the-counter market, and are valued at the mean between the bid and asked prices as of the close of business
of that market. When prices are not readily available, or are determined not to reflect fair value, such as when the
value of a security has been significantly affected by events after the close of the exchange or market on which the
security is principally traded, but before the Fund calculates its net asset value, the Fund may value these investments
at fair value as determined in accordance with the procedures approved by the Fund�s Board of Directors. Short-term
obligations with maturities of 60 days or less are valued at amortized cost, which approximates market value.

(b) Repurchase Agreements. When entering into repurchase agreements, it is the Fund�s policy that its custodian or a third
party custodian take possession of the underlying collateral securities, the market value of which at least equals the
principal amount of the repurchase transaction, including accrued interest. To the extent that any repurchase
transaction exceeds one business day, the value of the collateral is marked-to-market to ensure the adequacy of the
collateral. If the seller defaults and the market value of the collateral declines or if bankruptcy proceedings are
commenced with respect to the seller of the security, realization of the collateral by the Fund may be delayed or
limited.

(c) Reverse Repurchase Agreements. The Fund may enter into reverse repurchase agreements in which the Fund sells
portfolio securities and agrees to repurchase them from the buyer at a specified date and price. Whenever the Fund
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enters into a reverse repurchase
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Notes to Financial Statements (continued)

agreement, the Fund�s custodian delivers liquid assets to the counterparty in an amount at least equal to the repurchase price (including accrued
interest). The Fund pays interest on amounts obtained pursuant to reverse repurchase agreements. Reverse repurchase agreements are considered
to be borrowings, which may create leverage risk to the Fund.

(d) Financial Futures Contracts. The Fund may enter into financial futures contracts typically to hedge a portion of the
portfolio. Upon entering into a financial futures contract, the Fund is required to deposit cash or securities as initial
margin. Additional securities are also segregated up to the current market value of the financial futures contracts.
Subsequent payments, known as variation margin, are made or received by the Fund each day, depending on the daily
fluctuation in the value of the underlying financial instruments. The Fund recognizes an unrealized gain or loss equal
to the daily variation margin. When the financial futures contracts are closed, a realized gain or loss is recognized
equal to the difference between the proceeds from (or cost of) the closing transactions and the Fund�s basis in the
contracts.

The risks associated with entering into financial futures contracts include the possibility that a change in the value of the contract may not
correlate with the changes in the value of the underlying instruments. In addition, investing in financial futures contracts involves the risk that
the Fund could lose more than the original margin deposit and subsequent payments required for a futures transaction. Risks may also arise upon
entering into these contracts from the potential inability of the counterparties to meet the terms of their contracts.

(e) Interest Rate Swaps. In order to manage interest rate sensitivity (duration), the Fund has entered into interest rate
swap agreements with JPMorgan Chase Bank (counterparty) pursuant to which, the Fund has guaranteed to make
semi-annual payments to the counterparty at predetermined fixed rates, in exchange for floating payments from the
counterparty at the 6-month LIBOR, based on a notional principal amount for each swap agreement. During the term
of the outstanding swap agreement, changes in the underlying value of each swap are recorded as unrealized gain or
loss. Net periodic interest payments to be received or paid are accrued daily and recorded in the Statement of
Operations as an adjustment to realized gain or loss.

(f) Loan Participations. The Fund may invest in loans arranged through private negotiation between one or more
financial institutions. The Fund�s investment in any such loan may be in the form of a participation in or an assignment
of the loan. In connection with purchasing participations, the Fund generally will have no right to enforce compliance
by the borrower with the terms of the loan agreement relating to the loan, nor any rights of set-off against the
borrower and the Fund may not benefit directly from any collateral supporting the loan in which it has purchased the
participation.

The Fund assumes the credit risk of the borrower, the lender that is selling the participation and any other persons interpositioned between the
Fund and the borrower. In the event of the insolvency of the lender selling the participation, the Fund may be treated as a general creditor of the
lender and may not benefit from any set-off between the lender and the borrower.
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Notes to Financial Statements (continued)

(g) Security Transactions and Investment Income. Security transactions are accounted for on a trade date basis. Interest
income, adjusted for amortization of premium and accretion of discount, is recorded on the accrual basis. Dividend
income is recorded on the ex-dividend date. The cost of investments sold is determined by use of the specific
identification method. To the extent any issuer defaults on an expected interest payment, the Fund�s policy is to
generally halt any additional interest income accruals and consider the realizability of interest accrued up to the date of
default.

(h) Foreign Currency Translation. Investment securities and other assets and liabilities denominated in foreign currencies
are translated into U.S. dollar amounts based upon prevailing exchange rates on the date of valuation. Purchases and
sales of investment securities and income and expense items denominated in foreign currencies are translated into
U.S. dollar amounts based upon prevailing exchange rates on the respective dates of such transactions.

The Fund does not isolate that portion of the results of operations resulting from changes in foreign exchange rates on investments from the
fluctuations arising from changes in market prices of securities held. Such fluctuations are included with the net realized and unrealized gain or
loss on investments.

Net realized foreign exchange gains or losses arise from sales of foreign currencies, including gains and losses on forward foreign currency
contracts, currency gains or losses realized between the trade and settlement dates on securities transactions and the difference between the
amounts of dividends, interest and foreign withholding taxes recorded on the Fund�s books and the U.S. dollar equivalent of the amounts actually
received or paid. Net unrealized foreign exchange gains and losses arise from changes in the fair values of assets and liabilities, other than
investments in securities, at the date of valuation, resulting from changes in exchange rates.

Foreign security and currency transactions may involve certain considerations and risks not typically associated with those of U.S. dollar
denominated transactions as a result of, among other factors, the possibility of lower levels of governmental supervision and regulation of
foreign securities markets and the possibility of political or economic instability.

(i) Credit and Market Risk. The Fund invests in high yield and emerging market instruments that are subject to certain
credit and market risks. The yields of high yield and emerging market debt obligations reflect, among other things,
perceived credit and market risks. The Fund�s investment in securities rated below investment grade typically involves
risks not associated with higher rated securities including, among others, greater risk related to timely and ultimate
payment of interest and principal, greater market price volatility and less liquid secondary market trading. The
consequences of political, social, economic or diplomatic changes may have disruptive effects on the market prices of
investments held by the Fund. The Fund�s investment in non-dollar denominated securities may also result in foreign
currency losses caused by devaluations and exchange rate fluctuations.
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(j) Distributions to Shareholders. Distributions from net investment income for the Fund, if any, are declared and paid on a
monthly basis. Distributions of net realized gains,
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Notes to Financial Statements (continued)

if any, are declared at least annually. Distributions are recorded on the ex-dividend date and are determined in accordance with income tax
regulations, which may differ from GAAP.

(k) Cash Flow Information. The Fund invests in securities and distributes dividends from net investment income and net
realized gains, which are paid in cash and may be reinvested at the discretion of shareholders. These activities are
reported in the Statement of Changes in Net Assets and additional information on cash receipts and cash payments are
presented in the Statement of Cash Flows.

(l) Federal and Other Taxes. It is the Fund�s policy to comply with the federal income and excise tax requirements of the
Internal Revenue Code of 1986, as amended, applicable to regulated investment companies. Accordingly, the Fund
intends to distribute substantially all of its income and net realized gains on investments, if any, to shareholders each
year. Therefore, no federal income tax provision is required in the Fund�s financial statements. Under the applicable
foreign tax laws, a withholding tax may be imposed on interest, dividends and capital gains at various rates.

(m) Reclassification. GAAP requires that certain components of net assets be adjusted to reflect permanent differences
between financial and tax reporting. These reclassifications have no effect on net assets or net asset value per share.
During the current year, the following reclassifications have been made.

Undistributed Net
Investment Income

Accumulated Net
Realized
Gain

(a) $ 179,093 $ (179,093)

(a)  Reclassifications are primarily due to differences between book and tax amortization of premium on fixed income
securities and differences between book and tax treatment of periodic payments on swaps.

2.  Investment Management Agreement and Other Transactions with Affiliates

Prior to August 1, 2006, Salomon Brothers Asset Management Inc. (�SBAM�), a wholly-owned subsidiary of Legg Mason, Inc. (�Legg Mason�),
acted as the investment manager of the Fund. Under the investment management agreement, the Fund paid an investment management fee
calculated at an annual rate of 1.05% of the Fund�s average weekly net assets. This fee is calculated daily and paid monthly.
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Effective August 1, 2006, Legg Mason Partners Fund Advisor, LLC (�LMPFA�) became the Fund�s investment manager and Western Asset
Management Company (�Western Asset�) became the Fund�s subadviser. The portfolio managers who are responsible for the day-to-day
management of the Fund remained the same immediately prior to and immediately after the date of these changes. LMPFA and Western Asset
are wholly-owned subsidiaries of Legg Mason.

LMPFA provides administrative and certain oversight services to the Fund. LMPFA has delegated to the subadviser the day-to-day portfolio
management of the Fund. The Fund�s investment management fee remains unchanged. For its services, LMPFA pays Western Asset 70% of the
net management fee it receives from the Fund.

Certain officers and one Director of the Fund are employees of Legg Mason or its affiliates and do not receive compensation from the Fund.
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Notes to Financial Statements (continued)

3.  Investments

During the year ended February 28, 2007, the aggregate cost of purchases and proceeds from sales of investments (excluding short-term
investments) were as follows:

Purchases $ 63,877,576
Sales 82,317,839

At February 28, 2007, the aggregate gross unrealized appreciation and depreciation of investments for federal income tax purposes were as
follows:

Gross unrealized appreciation $ 2,658,225
Gross unrealized depreciation (153,626)
Net unrealized appreciation $ 2,504,599

At February 28, 2007, the Fund had the following open futures contracts:

Contacts to Sell:
Number of 
Contracts

Expiration 
Date

Basis 
Value

Market 
Value

Unrealized 
Loss

U.S. Treasury 10 Year Notes 1 03/07 $ 107,198 $ 108,563 $ (1,365)
U.S. Treasury 10 Year Notes 39 06/07 4,191,977 4,235,156 (43,179)
Net Unrealized Loss on Open Futures Contracts $ (44,544)

At February 28, 2007, the Fund held the following interest rate swap contracts:

Swap Counterparty: JPMorgan Chase Bank NA
Effective Date: 12/29/04
Notional Amount: $16,000,000
Payments Made by Fund: Fixed Rate 6.130%
Payments Received by Fund: Floating Rate (6 month LIBOR)
Termination Date: 12/28/10
Unrealized Depreciation $(649,694)

Swap Counterparty: JPMorgan Chase Bank NA
Effective Date: 3/3/05
Notional Amount: $4,120,000
Payments Made by Fund: Fixed Rate 4.805%
Payments Received by Fund: Floating Rate (6 month LIBOR)
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Termination Date: 3/3/15
Unrealized Appreciation $64,529
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Notes to Financial Statements (continued)

Transactions in reverse repurchase agreements for the Fund during the year ended February 28, 2007 were as follows:

Average 
Daily 
Balance

Weighted 
Average 

Interest Rate

Maximum 
Amount 

Outstanding
$ 7,126,512 4.09 % $ 10,260,000

Interest rates on reverse repurchase agreements ranged from 0.20% to 5.25% during the year ended February 28, 2007. Interest expense incurred
on reverse repurchase agreements totaled $282,285.

At February 28, 2007, the Fund did not hold any reverse repurchase agreements.

4.  Loan

At February 28, 2007, the Fund had a $7,000,000 loan available pursuant to an amended and restated revolving credit and security agreement,
dated as of November 20, 2006, among the Fund, Panterra Funding, LLC (the �Lender�) and Citibank N.A. (�Citibank�) as a secondary lender, for
which Citibank also acts as administrative agent. The loan generally bears interest at a variable rate based on the weighted average interest rates
of the commercial paper or LIBOR, plus any applicable margin. In addition, the Fund pays a commitment fee on the total amount of the loan
available, whether used or unused. Securities held by the Fund are subject to a lien, granted to the lenders, to the extent of the borrowing
outstanding and any additional expenses. For the year ended February 28, 2007, the Fund incurred interest expense on this loan in the amount of
$254,300.

At February 28, 2007, the Fund did not have an outstanding loan.

During the year ended February 28, 2007, the total loan available was reduced from $20,000,000 to $7,000,000.

5.  Distributions Subsequent to February 28, 2007

On March 1, 2007, the Fund�s Board declared three distributions, each in the amount of $0.0750 per share, payable on March 30, 2007, April 27,
2007 and May 25, 2007 to shareholders of record on March 23, 2007, April 20, 2007 and May 18, 2007, respectively.
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6.  Income Tax Information and Distributions to Shareholders

The tax character of distributions paid during the fiscal years ended February 28, was as follows:

2007 2006
Distributions paid from:
Ordinary Income $ 4,017,512 $ 3,008,221
Net Long-term Capital Gains 4,016,652 253,919
Total Distributions Paid $ 8,034,164 $ 3,262,140
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Notes to Financial Statements (continued)

As of February 28, 2007, the components of accumulated earnings on a tax basis were as follows:

Undistributed ordinary income � net $1,807,834
Undistributed long-term capital gains � net 215,515
Total undistributed earnings $2,023,349
Other book/tax temporary differences(a) 42,156
Unrealized appreciation/(depreciation)(b) 1,874,890
Total accumulated earnings/(losses) � net $3,940,395

(a)  Other book/tax temporary differences are attributable primarily to the realization for tax purposes of
unrealized losses on certain futures contracts and differences in the book/tax treatment of various items.

(b)  The difference between book-basis and tax-basis unrealized appreciation/(depreciation) is attributable
primarily to the difference between book and tax amortization methods for premiums on fixed income securities.

7.  Regulatory Matters

On May 31, 2005, the U.S. Securities and Exchange Commission (�SEC�) issued an order in connection with the settlement of an administrative
proceeding against Smith Barney Fund Management LLC (�SBFM�) and Citigroup Global Markets Inc. (�CGM�) relating to the appointment of an
affiliated transfer agent for the Smith Barney family of mutual funds (the �Affected Funds�).

The SEC order finds that SBFM and CGM willfully violated Section 206(1) of the Investment Advisers Act of 1940 (�Advisers Act�).
Specifically, the order finds that SBFM and CGM knowingly or recklessly failed to disclose to the boards of the Affected Funds in 1999 when
proposing a new transfer agent arrangement with an affiliated transfer agent that: First Data Investors Services Group (�First Data�), the Affected
Funds� then existing transfer agent, had offered to continue as transfer agent and do the same work for substantially less money than before; and
that Citigroup Asset Management (�CAM�), the Citigroup business unit that, at the time, included the Affected Funds� investment manager and
other investment advisory companies, had entered into a side letter with First Data under which CAM agreed to recommend the appointment of
First Data as sub-transfer agent to the affiliated transfer agent in exchange for, among other things, a guarantee by First Data of specified
amounts of asset management and investment banking fees to CAM and CGM. The order also finds that SBFM and CGM willfully violated
Section 206(2) of the Advisers Act by virtue of the omissions discussed above and other misrepresentations and omissions in the materials
provided to the Affected Funds� boards, including the failure to make clear that the affiliated transfer agent would earn a high profit for
performing limited functions while First Data continued to perform almost all of the transfer agent functions, and the suggestion that the
proposed arrangement was in the Affected Funds� best interests and that no viable alternatives existed. SBFM and CGM do not admit or deny any
wrongdoing or liability. The settlement does not establish wrongdoing or liability for purposes of any other proceeding.
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Notes to Financial Statements (continued)

The SEC censured SBFM and CGM and ordered them to cease and desist from violations of Sections 206(1) and 206(2) of the Advisers Act.
The order requires Citigroup to pay $208.1 million, including $109 million in disgorgement of profits, $19.1 million in interest, and a civil
money penalty of $80 million. Approximately $24.4 million has already been paid to the Affected Funds, primarily through fee waivers. The
remaining $183.7 million, including the penalty, has been paid to the U.S. Treasury and will be distributed pursuant to a plan submitted for
approval by the SEC. At this time, there is no certainty as to how the proceeds of the settlement will be distributed, to whom such distributions
will be made, the methodology by which such distributions will be allocated, and when such distributions will be made.

The order also requires that transfer agency fees received from the Affected Funds since December 1, 2004, less certain expenses, be placed in
escrow and provides that a portion of such fees may be subsequently distributed in accordance with the terms of the order. On April 3, 2006, an
aggregate amount of approximately $9 million was distributed to the Affected Funds.

The order required SBFM to recommend a new transfer agent contract to the Affected Funds� boards within 180 days of the entry of the order; if
a Citigroup affiliate submitted a proposal to serve as transfer agent or sub-transfer agent, SBFM and CGM would have been required, at their
expense, to engage an independent monitor to oversee a competitive bidding process. On November 21, 2005, and within the specified
timeframe, the Fund�s Board selected a new transfer agent for the Fund. No Citigroup affiliate submitted a proposal to serve as transfer agent.
Under the order, SBFM also must comply with an amended version of a vendor policy that Citigroup instituted in August 2004.

Although there can be no assurance, the Fund�s manager does not believe that this matterwill have a material adverse effect on the Affected
Funds.

This Fund is not one of the Affected Funds and therefore did not implement the transfer agent arrangement described above and
therefore will not receive any portion of the distributions.

On December 1, 2005, Citigroup completed the sale of substantially all of its global asset management business, including SBFM, to Legg
Mason.

8. Other Matters

On September 16, 2005, the staff of the SEC informed SBFM and SBAM that the staff is considering recommending that the SEC institute
administrative proceedings against SBAM for alleged violations of Sections 19(a) and 34(b) of the 1940 Act (and related Rule 19a-1). The
notification is a result of an industry wide inspection undertaken by the SEC and is based upon alleged deficiencies in disclosures regarding
dividends and distributions paid to shareholders of certain funds. Section 19(a) and related Rule 19a-1 of the 1940 Act generally require funds
that are making dividend and distribution payments to provide shareholders with a written statement disclosing the source of the dividends and
distributions, and, in particular, the portion of the payments made from each of net investment income, undistributed net profits and/or paid-in
capital. In connection with
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Notes to Financial Statements (continued)

the contemplated proceedings, the staff may seek a cease and desist order and/or monetary damages from SBFM or SBAM

Although there can be no assurance, the Fund�s manager believes that this matter is not likely to have a material adverse effect on the Fund.

9. Recent Accounting Pronouncements

During June 2006, the Financial Accounting Standards Board (�FASB�) issued FASB Interpretation 48 (�FIN 48� or the �Interpretation�), Accounting
for Uncertainty in Income Taxes � an interpretation of FASB Statement 109. FIN 48 supplements FASB Statement 109, Accounting for Income
Taxes, by defining the confidence level that a tax position must meet in order to be recognized in the financial statements. FIN 48 prescribes a
comprehensive model for how a fund should recognize, measure, present, and disclose in its financial statements uncertain tax positions that the
fund has taken or expects to take on a tax return. FIN 48 requires that the tax effects of a position be recognized only if it is �more likely than not�
to be sustained based solely on its technical merits. Management must be able to conclude that the tax law, regulations, case law, and other
objective information regarding the technical merits sufficiently support the position�s sustainability with a likelihood of more than 50 percent.
FIN 48 is effective for fiscal periods beginning after December 15, 2006, which for this Fund will be March 1, 2007. At adoption, the financial
statements must be adjusted to reflect only those tax positions that are more likely than not to be sustained as of the adoption date. Management
of the Fund has determined that adopting FIN 48 will not have a material impact on the Fund�s financial statements.

* * *

On September 20, 2006, FASB released Statement of Financial Accounting Standards No. 157 Fair Value Measurements (�FAS 157�). FAS 157
establishes an authoritative definition of fair value, sets out a framework for measuring fair value, and requires additional disclosures about fair
value measurements. The application of FAS 157 is required for fiscal years beginning after November 15, 2007 and interim periods within
those fiscal years. At this time, management is evaluating the implications of FAS 157 and its impact on the financial statements has not yet
been determined.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
Western Asset Emerging Markets Floating Rate Fund Inc.:

We have audited the accompanying statement of assets and liabilities, including the schedule of investments, of Western Asset Emerging
Markets Floating Rate Fund Inc. (formerly Salomon Brothers Emerging Markets Floating Rate Fund Inc.) as of February 28, 2007, and the
related statement of operations for the year then ended, the statements of changes in net assets for each of the years in the two-year period then
ended, the statement of cash flows for the year then ended, and the financial highlights for each of the years in the two-year period then ended.
These financial statements and financial highlights are the responsibility of the Fund�s management. Our responsibility is to express an opinion
on these financial statements and financial highlights based on our audits. The financial highlights for each of the years in the three-year period
ended February 28, 2005 were audited by other independent registered public accountants whose report thereon, dated April 21, 2005, expressed
an unqualified opinion on those financial highlights.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements and financial highlights are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. Our procedures included confirmation of securities owned as of February 28, 2007, by correspondence with the custodian and
brokers or by other appropriate auditing procedures. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the financial statements and financial highlights referred to above present fairly, in all material respects, the financial position of
Western Asset Emerging Markets Floating Rate Fund Inc. as of February 28, 2007, and the results of its operations for the year then ended, the
changes in its net assets for each of the years in the two-year period then ended, its cash flows for the year then ended, and the financial
highlights for each of the years in the two-year period then ended, in conformity with U.S. generally accepted accounting principles.

New York, New York
April 27, 2007
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Additional Information (unaudited)

Information about Directors and Officers

The business and affairs of Western Asset Emerging Markets Floating Rate Fund Inc. (formerly known as Salomon Brothers Emerging Markets
Floating Rate Fund Inc.) (�Fund�) are managed under the direction of the Board of Directors. Information pertaining to the Directors and Officers
of the Fund is set forth below.

Name, Address, and Birth Year

Position(s)
Held with
Fund(1)

Term of
Office(1) and

Length
of Time
Served

Principal
Occupation(s)
During Past
Five Years

Number of
Portfolios
in Fund

Complex(2)
Overseen by
Director
(Including
the Fund)

Other Board
Memberships

Held by
Director

Non-Interested Directors:
Carol L. Colman
Colman Consulting Co.
278 Hawley Road
North Salem, NY 10560
Birth Year: 1946

Director and
Member of the
Nominating and
Audit
Committees,
Class III

Since 2002 President, Colman
Consulting Co.

37 None

Daniel P. Cronin
c/o Chairman of the Fund
399 Park Avenue
4th Floor
New York, NY 10022
Birth Year: 1946

Director and
Member of the
Nominating and
Audit
Committees,
Class III

Since 2002 Formerly, Associate
General Counsel,
Pfizer Inc.

34 None

Leslie H. Gelb
c/o Chairman of the Fund
399 Park Avenue
4th Floor
New York, NY 10022
Birth Year: 1937

Director and
Member of the
Nominating and
Audit
Committees,
Class II

Since 1994 President, Emeritus
and Senior Board
Fellow, The
Council on Foreign
Relations; formerly,
Columnist, Deputy
Editorial Page
Editor and Editor,
Op-Ed Page, The
New York Times

34 Director of two
registered investment
companies advised
by Blackstone Asia
Advisors L.L.C.
(�Blackstone
Advisors�)

William R. Hutchinson
535 N. Michigan Avenue
Suite 1012
Chicago, IL 60611
Birth Year: 1942

Director and
Member of the
Nominating and
Audit
Committees,
Class III

Since 2003 President, W.R.
Hutchinson &
Associates Inc.;
Formerly, Group
Vice President,
Mergers and
Acquisitions, BP
Amoco P.L.C.

44 Director, Associated
Banc-Corp.
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Additional Information (unaudited) (continued)

Name, Address and Birth Year

Position(s)
Held with
Fund(1)

Term of
Office(1) and

Length
of Time
Served

Principal
Occupation(s)
During Past
Five Years

Number of
Portfolios
in Fund

Complex(2)
Overseen by
Director
(Including
the Fund)

Other Board
Memberships

Held by
Director

Non-Interested Directors:
Dr. Riordan Roett
The Johns Hopkins University
1740 Massachusetts Ave.,
NW
Washington, DC 20036
Birth Year: 1938

Director and
Member of the
Nominating and
Audit
Committees,
Class I

Since 1995 Professor and
Director, Latin
America Studies
Program, Paul H.
Nitze School of
Advanced
International
Studies, The Johns
Hopkins
University

34 None

Jeswald W. Salacuse
c/o Chairman of the Fund
399 Park Avenue
4th Floor
New York, NY 10022
Birth Year: 1938

Director and
Member of the
Nominating and
Audit
Committees,
Class I

Since 1994 Henry J. Braker
Professor of
Commercial Law
and formerly
Dean, The
Fletcher School of
Law and
Diplomacy, Tufts
University

34 Director of two
registered investment
companies advised
by Blackstone
Advisors

Interested Directors:
R. Jay Gerken, CFA(3)
Legg Mason & Co., LLC
(�Legg Mason�)
399 Park Avenue
New York, NY 10022
Birth Year: 1951

Director,
Chairman and
Chief Executive
Officer, Class II

Since 2002 Managing
Director, Legg
Mason; Chairman
of the Board and
Trustee/Director
of 139 funds
associated with
Legg Mason
Partners Fund
Advisor, LLC
(�LMPFA�) and its
affiliates;
President,
LMPFA (since
2006); Chairman,
President and
Chief Executive
Officer of certain
mutual funds
associated with
Legg Mason &
Co. or its
affiliates;

139 None
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formerly,
Chairman, Smith
Barney Fund
Management LLC
(�SBFM�) and Citi
Fund
Management, Inc.
(�CFM�) (2002 to
2005); formerly,
Chairman,
President and
Chief Executive
Officer, Travelers
Investment
Adviser Inc. (2002
to 2005)
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Additional Information (unaudited) (continued)

Name, Address and Birth Year

Position(s)
Held with
Fund(1)

Term of
Office(1) and

Length
of Time
Served

Principal
Occupation(s)
During Past
Five Years

Number of
Portfolios
in Fund

Complex(2)
Overseen by
Director
(Including
the Fund)

Other Board
Memberships

Held by
Director

Officers:
Frances M. Guggino
Legg Mason
125 Broad Street
10th Floor
New York, NY 10004
Birth Year: 1957

Chief Financial
Officer and
Treasurer

Since 2004 Director of Legg
Mason; Chief
Financial Officer
and Treasurer of
certain mutual
funds associated
with Legg Mason;
Formerly
Controller of
certain mutual
funds associated
with Legg Mason
(from 1999 to
2004)

N/A N/A

Ted P. Becker
Legg Mason
399 Park Avenue,
4th Floor
New York, NY 10022
Birth Year: 1951

Chief
Compliance
Officer

Since 2006 Director of Global
Compliance at
Legg Mason
(since 2006);
Managing
Director of
Compliance at
Legg Mason,
(since 2005);
Chief Compliance
Officer with
certain mutual
funds associated
with Legg Mason
(since 2006);
Managing
Director of
Compliance at
Legg Mason or its
predecessors
(from 2002 to
2005). Prior to
2002, Managing
Director � Internal
Audit & Risk
Review at
Citigroup Inc

N/A N/A

Robert I. Frenkel
Legg Mason
300 First Stamford Place

Secretary and
Chief Legal
Officer

Since 2003 Managing
Director and
General Counsel

N/A N/A
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4th Floor
Stamford, CT 06902
Birth Year: 1954

of Global Mutual
Funds for Legg
Mason and its
predecessor (since
1994); Secretary
and Chief Legal
Officer of mutual
funds associated
with Legg Mason
(since 2003);
formerly,
Secretary of CFM
(from 2001 to
2004)

(1)  The Fund�s Board of Directors is divided into three classes: Class I, Class II and Class III. The terms of office
of the Class I, II and III Directors expire at the Annual Meeting of Stockholders in the year 2008, 2009 and 2007,
respectively, or thereafter in each case when their respective successors are duly elected and qualified. The Fund�s
executive officers are chosen each year at a regular meeting of the Fund�s Board of Directors to hold office until their
successors are duly elected and qualified.

(2)  The term �fund complex� means two or more registered investment companies that:

(a)  Hold themselves out to investors as related companies for purposes of investment and investor services; or

(b)  Have a common investment adviser or have an investment adviser that is an affiliated person of the investment
adviser of any of the other registered investment companies.

(3)  Mr. Gerken in an �interested person� of the Fund as defined in the Investment Company Act of 1940, as
amended, because Mr. Gerken is an officer of LMPFA and certain of its affiliates.
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Annual Chief Executive Officer and Chief Financial Officer Certifications (unaudited)

The Fund�s CEO has submitted to the NYSE the required annual certification and the Fund also has included the certifications of the Fund�s CEO
and CFO required by Section 302 of the Sarbanes-Oxley Act in the Fund�s Form N-CSR filed with the SEC, for the period of this report.
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Dividend Reinvestment Plan (unaudited)

1. Each shareholder initially purchasing shares of common stock (�Shares�) of Western Asset Emerging Markets Floating Rate Fund Inc. (�Fund�),
formerly known as Salomon Brothers Emerging Markets Floating Rate Fund Inc. on or after September 6, 1996 will be deemed to have elected
to be a participant in the Amended and Restated Dividend Reinvestment and Cash Purchase Plan (�Plan�), unless the shareholder specifically
elects in writing (addressed to the Agent at the address below or to any nominee who holds Shares for the shareholder in its name) to receive all
distributions in cash, paid by check, mailed directly to the record holder by or under the direction of American Stock Transfer & Trust Company
as the Fund�s dividend-paying agent (�Agent�). A shareholder whose Shares are held in the name of a broker or nominee who does not provide an
automatic reinvestment service may be required to take such Shares out of �street name� and register such Shares in the shareholder�s name in
order to participate, otherwise distributions will be paid in cash to such shareholder by the broker or nominee. Each participant in the Plan is
referred to herein as a �Participant.� The Agent will act as agent for each Participant, and will open accounts for each Participant under the Plan in
the same name as their Shares are registered.

2. Unless the Fund declares a distribution payable only in the form of cash, the Agent will apply all distributions in the manner set forth below.

3. If, on the determination date, the market price per Share equals or exceeds the net asset value per Share on that date (such condition, a �market
premium�), the Agent will receive the distribution in newly issued Shares of the Fund on behalf of Participants. If, on the determination date, the
net asset value per Share exceeds the market price per Share (such condition, a �market discount�), the Agent will purchase Shares in the
open-market. The determination date will be the fourth New York Stock Exchange trading day (a New York Stock Exchange trading day being
referred to herein as a �Trading Day�) preceding the payment date for the distribution. For purposes herein, �market price� will mean the average of
the highest and lowest prices at which the Shares sell on the New York Stock Exchange on the particular date, or if there is no sale on that date,
the average of the closing bid and asked quotations.

4. Purchases made by the Agent will be made as soon as practicable commencing on the Trading Day following the determination date and
terminating no later than 30 days after the distribution payment date except where temporary curtailment or suspension of purchase is necessary
to comply with applicable provisions of federal securities law; provided, however, that such purchases will, in any event, terminate on the
Trading Day prior to the �ex-dividend� date next succeeding the distribution payment date.

5. If (i) the Agent has not invested the full distribution amount in open-market purchases by the date specified in paragraph 4 above as the date
on which such purchases must terminate or (ii) a market discount shifts to a market premium during the purchase period, then the Agent will
cease making open-market purchases and will receive the uninvested portion of the distribution amount in newly issued Shares (x) in the case of
(i) above, at the close of business on the date the Agent is required to terminate making open-market purchases as specified in paragraph 4 above
or (y) in the case of (ii) above, at
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Dividend Reinvestment Plan (unaudited) (continued)

the close of business on the date such shift occurs; but in no event prior to the payment date for the distribution.

6. In the event that all or part of a distribution amount is to be paid in newly issued Shares, such Shares will be issued to Participants in
accordance with the following formula: (i) if, on the valuation date, the net asset value per share is less than or equal to the market price per
Share, then the newly issued Shares will be valued at net asset value per Share on the valuation date; provided, however, that if the net asset
value is less than 95% of the market price on the valuation date, then such Shares will be issued at 95% of the market price and (ii) if, on the
valuation date, the net asset value per share is greater than the market price per Share, then the newly issued Shares will be issued at the market
price on the valuation date. The valuation date will be the distribution payment date, except that with respect to Shares issued pursuant to
paragraph 5 above the valuation date will be the date such Shares are issued. If a date that would otherwise be a valuation date is not a Trading
Day, the valuation date will be the next preceding Trading Day.

7. Participants have the option of making additional cash payments to the Agent, monthly, in a minimum amount of $250, for investment in
Shares. The Agent will use all such funds received from Participants to purchase Shares in the open market on or about the first business day of
each month. To avoid unnecessary cash accumulations, and also to allow ample time for receipt and processing by the Agent, Participants should
send in voluntary cash payments to be received by the Agent approximately 10 days before an applicable purchase date specified above. A
Participant may withdraw a voluntary cash payment by written notice, if the notice is received by the Agent not less than 48 hours before such
payment is to be invested.

8. Purchases by the Agent pursuant to paragraphs 4 and 7 above may be made on any securities exchange on which the Shares of the Fund are
traded, in the over-the-counter market or in negotiated transactions, and may be on such terms as to price, delivery and otherwise as the Agent
shall determine. Funds held by the Agent uninvested will not bear interest, and it is understood that, in any event, the Agent shall have no
liability in connection with any inability to purchase Shares within the time periods herein provided, or with the timing of any purchases
effected. The Agent shall have no responsibility as to the value of the Shares acquired for the Participant�s account. The Agent may commingle
amounts of all Participants to be used for open-market purchases of Shares and the price per Share allocable to each Participant in connection
with such purchases shall be the average price (including brokerage commissions) of all Shares purchased by the Agent.

9. The Agent will maintain all Participants� accounts in the Plan and will furnish written confirmations of all transactions in each account,
including information needed by Participants for personal and tax records. The Agent will hold Shares acquired pursuant to the Plan in
noncertificated form in the Participant�s name or that of its nominee, and each Participant�s proxy will include those Shares purchased pursuant to
the Plan. The Agent will forward to Participants any proxy solicitation material and will vote any Shares so held for Participants only in
accordance with the proxy returned by Participants to the Fund. Upon written request, the Agent will deliver to Participants, without charge, a
certificate or certificates for the full Shares.
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Dividend Reinvestment Plan (unaudited) (continued)

10. The Agent will confirm to Participants each acquisition made for their respective accounts as soon as practicable but not later than 60 days
after the date thereof. Although Participants may from time to time have an undivided fractional interest (computed to three decimal places) in a
Share of the Fund, no certificates for fractional shares will be issued. Distributions on fractional shares will be credited to each Participant�s
account. In the event of termination of a Participant�s account under Plan, the Agent will adjust for any such undivided fractional interest in cash
at the market value of the Fund�s Shares at the time of termination less the pro rata expense of any sale required to make such an adjustment.

11. Any share distributions or split shares distributed by the Fund on Shares held by the Agent for Participants will be credited to their respective
accounts. In the event that the Fund makes available to Participants rights to purchase additional Shares or other securities, the Shares held for
Participants under the Plan will be added to other Shares held by the Participants in calculating the number of rights to be issued to Participants.

12. The Agent�s service fee for handling capital gains distributions or income distributions will be paid by the Fund. Participants will be charged
a pro rata share of brokerage commissions on all open-market purchases.

13. Participants may terminate their accounts under the Plan by notifying the Agent in writing. Such termination will be effective immediately if
notice is received by the Agent not less than 10 days prior to any distribution record date; otherwise such termination will be effective on the
first Trading Day after the payment date for such dividend or distribution with respect to any subsequent distribution. The Plan may be amended
or terminated by the Fund as applied to any voluntary cash payments made and any distributions paid subsequent to written notice of the change
or termination sent to Participants at least 30 days prior to the record date for the distributions. The Plan may be amended or terminated by the
Agent, with the Fund�s prior written consent, on at least 30 days� written notice to Participants. Notwithstanding the preceding two sentences, the
Agent or the Fund may amend or supplement the Plan at any time or times when necessary or appropriate to comply with applicable law or rules
or policies of the Securities and Exchange Commission or any other regulatory authority. Upon any termination, the Agent will cause a
certificate or certificates for the full Shares held by each Participant under the Plan and cash adjustment for any fraction to be delivered to each
Participant without charge. If the Participant elects by notice to the Agent in writing in advance of such termination to have the Agent sell part or
all of a Participant�s Shares and remit the proceeds to Participant, the Agent is authorized to deduct a brokerage commission for this transaction
from the proceeds.

14. Any amendment or supplement shall be deemed to be accepted by each Participant unless, prior to the effective date thereof, the Agent
receives written notice of the termination of the Participant�s account under the Plan. Any such amendment may include an appointment by the
Agent in its place and stead of a successor Agent under these terms and conditions, with full power and authority to perform all or any of the acts
to be performed by the Agent under these terms and conditions. Upon any such appointment of an Agent for the purpose of receiving
distributions, the Fund will be authorized to pay to such successor Agent, for each Participant�s account, all distributions payable on Shares of the
Fund held in each
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Dividend Reinvestment Plan (unaudited) (continued)

Participant�s name or under the Plan for retention or application by such successor Agent as provided in these terms and conditions.

15. In the case of Participants, such as banks, broker-dealers or other nominees, which hold Shares for others who are beneficial owners
(�Nominee Holders�), the Agent will administer the Plan on the basis of the number of Shares certified from time to time by each Nominee Holder
as representing the total amount registered in the Nominee Holder�s name and held for the account of beneficial owners who are to participate in
the Plan.

16. The Agent shall at all times act in good faith and use its best efforts within reasonable limits to insure the accuracy of all services performed
under this Agreement and to comply with applicable law, but assumes no responsibility and shall not be liable for loss or damage due to errors
unless such error is caused by its negligence, bad faith, or willful misconduct or that of its employees.

17. All correspondence concerning the Plan should be directed to the Agent at 59 Maiden Lane, New York, New York 10038.
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Important Tax Information (unaudited)

The following information is provided with respect to the distributions paid during the taxable year ended February 28, 2007:

Record Date: 9/22/2006 12/22/2006
Payable Date: 9/29/2006 12/29/2006
Long-Term Capital Gain Dividend $ 0.317600 $ 0.615700

Please retain this information for your records.
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This report is transmitted to the shareholders of
Western Asset Emerging Markets Floating Rate
Fund Inc. for their information. This is not a
prospectus, circular or representation intended for
use in the purchase of shares of the Fund or any
securities mentioned in this report.

Western Asset
Emerging Markets
Floating Rate Fund Inc.

Notice is hereby given in accordance with Section 23(c) of the
Investment Company Act of 1940, as amended, that from time to
time the Fund may purchase, at market prices, shares of its common
stock in the open market.

American Stock Transfer &
Trust Company
59 Maiden Lane
New York, New York 10038

WAS04032 2/07 SR07-299

The Fund files its complete schedule of portfolio holdings with the Securities and
Exchange Commission (�SEC�) for the first and third quarters of each fiscal year on
Form N-Q. The Fund�s Forms N-Q are available on the SEC�s website at
www.sec.gov. The Fund�s Forms N-Q may be reviewed and copied at the SEC�s
Public Reference Room in Washington D.C., and information on the operation of
the Public Reference Room may be obtained by calling 1-800-SEC-0330. To obtain
information on Form N-Q from the Fund, shareholders can call 1-800-451-2010.

Information an how the Fund voted proxies relating to portfolio securities during
the prior 12-month period ended June 30th of each year, and a description of the
policies and procedures that the Fund uses to determine how to vote proxies related
to portfolio transactions is available (1) without charge, upon request, by calling
1-800-451-2010, (2) on the Fund�s website at
www.leggmason.com/InvestorServices and (3) on the SEC�s website at
www.sec.gov.
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ITEM 2.  CODE OF ETHICS.

The registrant has adopted a code of ethics that applies to the registrant�s principal executive officer, principal financial officer, principal
accounting officer or controller.

ITEM 3.  AUDIT COMMITTEE FINANCIAL EXPERT.

The Board of Directors of the registrant has determined that William Hutchinson, the chairman of the Board�s Audit Committee, possesses the
attributes identified in Instruction 2(b) of Item 3 to Form N-CSR to qualify as an �audit committee financial expert,� and has designated Mr.
Hutchinson as the audit committee financial expert. Mr. Hutchinson is an �independent� Director pursuant to paragraph (a)(2) of Item 3 to Form
N-CSR.

Item 4.  Principal Accountant Fees and Services

a) Audit Fees. The aggregate fees billed in the last two fiscal years ending February 28, 2006 and February 28, 2007 (the �Reporting Periods�) for
professional services rendered by the Registrant�s principal accountant (the �Auditor�) for the audit of the Registrant�s annual financial statements,
or services that are normally provided by the Auditor in connection with the statutory and regulatory filings or engagements for the Reporting
Periods, were $53,000 in 2006 performed by PwC and $51,000 in 2007 performed by KPMG.

b) Audit-Related Fees. The aggregate fees billed in the Reporting Periods for assurance and related services by KPMG that are reasonably
related to the performance of the audit of the Registrant�s financial statements and are not reported under paragraph (a) of the Item 4 were $255
in 2006 and $12,000 in 2007. The services in 2007 consisted of procedures performed in connection with the Agreed Upon Procedures for the
calculations pursuant to the Fund�s Revolving Credit and Security Agreement, dated November 20, 2001 with CSC Incorporated, Citicorp North
America, Inc. and other Secondary lenders, for Western Asset Emerging Markets Floating Rate Fund Inc. as of November 30, 2005, December
31, 2005 and February 28, 2006.

In addition, there were no Audit-Related Fees billed in the Reporting Period for assurance and related services by the Auditor to the Registrant�s
investment adviser (not including any sub-adviser whose role is primarily portfolio management and is subcontracted with or overseen by
another investment adviser), and any entity controlling, controlled by or under common control with the investment adviser that provides
ongoing services to the Western Asset Emerging Markets Floating Rate Fund Inc. (�service affiliates�), that were reasonably related to the
performance of the annual audit of the service affiliates. Accordingly, there were no such fees that required pre-approval by the Audit
Committee for the Reporting Periods (prior to May 6, 2003 services provided by the Auditor were not required to be pre-approved).

(c) Tax Fees. The aggregate fees billed in the Reporting Periods for professional services rendered by the Auditor for tax compliance, tax advice
and tax planning (�Tax Services�) were $5,213 in 2006 and $573 in 2007 performed by PwC. These services consisted of (i) review or preparation
of U.S. federal, state, local and excise tax returns; (ii) U.S. federal, state and local tax planning, advice and assistance regarding statutory,
regulatory
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or administrative developments, and (iii) tax advice regarding tax qualification matters and/or treatment of various financial instruments held or
proposed to be acquired or held.

There were no fees billed for tax services by the Auditors to service affiliates during the Reporting Periods that required pre-approval by the
Audit Committee.

d) All Other Fees. There were no other fees billed in the Reporting Periods for products and services provided by the Auditor, other than the
services reported in paragraphs (a) through (c) of this Item for the Western Asset Emerging Markets Floating Rate Fund Inc.

All Other Fees. There were no other non-audit services rendered by the Auditor to Smith Barney Fund Management LLC (�SBFM�), and any
entity controlling, controlled by or under common control with SBFM that provided ongoing services to Western Asset Emerging Markets
Floating Rate Fund Inc. requiring pre-approval by the Audit Committee in the Reporting Period.

(e) Audit Committee�s pre�approval policies and procedures described in paragraph  (c) (7) of Rule 2-01 of Regulation S-X.

(1) The Charter for the Audit Committee (the �Committee�) of the Board of each registered investment company (the �Fund�) advised by Smith
Barney Fund Management LLC or Salomon Brothers Asset Management Inc. or one of their affiliates (each, an �Adviser�) requires that the
Committee shall approve (a) all audit and permissible non-audit services to be provided to the Fund and (b) all permissible non-audit services to
be provided by the Fund�s independent auditors to the Adviser and any Covered Service Providers if the engagement relates directly to the
operations and financial reporting of the Fund. The Committee may implement policies and procedures by which such services are approved
other than by the full Committee.

The Committee shall not approve non-audit services that the Committee believes may impair the independence of the auditors. As of the date of
the approval of this Audit Committee Charter, permissible non-audit services include any professional services (including tax services), that are
not prohibited services as described below, provided to the Fund by the independent auditors, other than those provided to the Fund in
connection with an audit or a review of the financial statements of the Fund. Permissible non-audit services may not include: (i) bookkeeping or
other services related to the accounting records or financial statements of the Fund; (ii) financial information systems design and
implementation; (iii) appraisal or valuation services, fairness opinions or contribution-in-kind reports; (iv) actuarial services; (v) internal audit
outsourcing services; (vi) management functions or human resources; (vii) broker or dealer, investment adviser or investment banking services;
(viii) legal services and expert services unrelated to the audit; and (ix) any other service the Public Company Accounting Oversight Board
determines, by regulation, is impermissible.

Pre-approval by the Committee of any permissible non-audit services is not required so long as: (i) the aggregate amount of all such permissible
non-audit services provided to the Fund, the Adviser and any service providers controlling, controlled by or under common control with the
Adviser that provide ongoing services to the Fund (�Covered Service Providers�) constitutes not more than 5% of the total amount of revenues
paid to the
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independent auditors during the fiscal year in which the permissible non-audit services are provided to (a) the Fund, (b) the Adviser and (c) any
entity controlling, controlled by or under common control with the Adviser that provides ongoing services to the Fund during the fiscal year in
which the services are provided that would have to be approved by the Committee; (ii) the permissible non-audit services were not recognized
by the Fund at the time of the engagement to be non-audit services; and (iii) such services are promptly brought to the attention of the
Committee and approved by the Committee (or its delegate(s)) prior to the completion of the audit.

(2) For the Legg Mason Partners Investment Trust, the percentage of fees that were approved by the audit committee, with respect to:
Audit-Related Fees were 100% and 0% for 2006 and 2007; Tax Fees were 100% and 0% for 2006 and 2007; and Other Fees were 100% and 0%
for 2006 and 2007.

(f) N/A

ITEM 5.  AUDIT COMMITTEE OF LISTED REGISTRANTS.

a) Registrant has a separately-designated standing Audit Committee established in accordance with Section 3(a)58(A) of the Exchange Act. The
Audit Committee consists of the following Board members:

Carol L. Colman

Daniel P. Cronin

Leslie H. Gelb

William R. Hutchinson

Riordan Roett

Jeswald W. Salacuse

b) Not applicable

ITEM 6.  SCHEDULE OF INVESTMENTS.

Included herein under Item 1.

Edgar Filing: MFS GOVERNMENT MARKETS INCOME TRUST - Form N-30D

70



ITEM 7.  DISCLOSURE OF PROXY VOTING POLICIES AND PROCEDURES FOR CLOSED-END
MANAGEMENT INVESTMENT COMPANIES.

Concerning Citigroup Asset Management (1)(CAM) Proxy Voting Policies and Procedures

The following is a brief overview of the Proxy Voting Policies and Procedures (the �Policies�) that CAM has adopted to seek to ensure that CAM
votes proxies relating to equity securities in the best interest of clients.

CAM votes proxies for each client account with respect to which it has been authorized to vote proxies. In voting proxies, CAM is guided by
general fiduciary principles and seeks to act prudently and solely in the best interest of clients. CAM attempts to
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consider all factors that could affect the value of the investment and will vote proxies in the manner that it believes will be consistent with efforts
to maximize shareholder values. CAM may utilize an external service provider to provide it with information and/or a recommendation with
regard to proxy votes. However, the CAM adviser (business unit) continues to retain responsibility for the proxy vote.

In the case of a proxy issue for which there is a stated position in the Policies, CAM generally votes in accordance with such stated position. In
the case of a proxy issue for which there is a list of factors set forth in the Policies that CAM considers in voting on such issue, CAM votes on a
case-by-case basis in accordance with the general principles set forth above and considering such enumerated factors. In the case of a proxy
issue for which there is no stated position or list of factors that CAM considers in voting on such issue, CAM votes on a case-by-case basis in
accordance with the general principles set forth above. Issues for which there is a stated position set forth in the Policies or for which there is a
list of factors set forth in the Policies that CAM considers in voting on such issues fall into a variety of categories, including election of
directors, ratification of auditors, proxy and tender offer defenses, capital structure issues, executive and director compensation, mergers and
corporate restructurings, and social and environmental issues. The stated position on an issue set forth in the Policies can always be superseded,
subject to the duty to act solely in the best interest of the beneficial owners of accounts, by the investment management professionals responsible
for the account whose shares are being voted. Issues applicable to a particular industry may cause CAM to abandon a policy that would have
otherwise applied to issuers generally. As a result of the independent investment advisory services provided by distinct CAM business units,
there may be occasions when different business units or different portfolio managers within the same business unit vote differently on the same
issue. A CAM business unit or investment team (e.g. CAM�s Social Awareness Investment team) may adopt proxy voting policies that
supplement these policies and procedures. In addition, in the case of Taft-Hartley clients, CAM will comply with a client direction to vote
proxies in accordance with Institutional Shareholder Services� (ISS) PVS Voting Guidelines, which ISS represents to be fully consistent with
AFL-CIO guidelines.

In furtherance of CAM�s goal to vote proxies in the best interest of clients, CAM follows procedures designed to identify and address material
conflicts that may arise between CAM�s interests and those of its clients before voting proxies on behalf of such clients. To seek to identify
conflicts of interest, CAM periodically notifies CAM employees in writing that they are under an obligation (i) to be aware of the potential for
conflicts of interest on the part of CAM with respect to voting proxies on behalf of client accounts both as a result of their personal relationships
and due to special circumstances that may arise during the conduct of CAM�s business, and (ii) to bring conflicts of interest of which they
become aware to the attention of CAM�s compliance personnel. CAM also maintains and considers a list of significant CAM relationships that
could present a conflict of interest for CAM in voting proxies. CAM is also sensitive to the fact that a significant, publicized
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relationship between an issuer and a non-CAM Legg Mason affiliate might appear to the public to influence the manner in which CAM decides
to vote a proxy with respect to such issuer. Absent special circumstances or a significant, publicized non-CAM Legg Mason affiliate relationship
that CAM for prudential reasons treats as a potential conflict of interest because such relationship might appear to the public to influence the
manner in which CAM decides to vote a proxy, CAM generally takes the position that relationships between a non-CAM Legg Mason affiliate
and an issuer (e.g. investment management relationship between an issuer and a non-CAM Legg Mason affiliate) do not present a conflict of
interest for CAM in voting proxies with respect to such issuer. Such position is based on the fact that CAM is operated as an independent
business unit from other Legg Mason business units as well as on the existence of information barriers between CAM and certain other Legg
Mason business units.

CAM maintains a Proxy Voting Committee to review and address conflicts of interest brought to its attention by CAM compliance personnel. A
proxy issue that will be voted in accordance with a stated CAM position on such issue or in accordance with the recommendation of an
independent third party is not brought to the attention of the Proxy Voting Committee for a conflict of interest review because CAM�s position is
that to the extent a conflict of interest issue exists, it is resolved by voting in accordance with a pre-determined policy or in accordance with the
recommendation of an independent third party. With respect to a conflict of interest brought to its attention, the Proxy Voting Committee first
determines whether such conflict of interest is material. A conflict of interest is considered material to the extent that it is determined that such
conflict is likely to influence, or appear to influence, CAM�s decision-making in voting proxies. If it is determined by the Proxy Voting
Committee that a conflict of interest is not material, CAM may vote proxies notwithstanding the existence of the conflict.

If it is determined by the Proxy Voting Committee that a conflict of interest is material, the Proxy Voting Committee is responsible for
determining an appropriate method to resolve such conflict of interest before the proxy affected by the conflict of interest is voted. Such
determination is based on the particular facts and circumstances, including the importance of the proxy issue and the nature of the conflict of
interest.

(1) Citigroup Asset Management comprises CAM North America, LLC, Salomon Brothers Asset Management Inc, Smith Barney Fund
Management LLC, and other affiliated investment advisory firms. On December 1, 2005, Citigroup Inc. (�Citigroup�) sold substantially all of its
worldwide asset management business, Citigroup Asset Management, to Legg Mason, Inc. (�Legg Mason�). As part of this transaction, CAM
North America, LLC, Salomon Brothers Asset Management Inc and Smith Barney Fund Management LLC became wholly-owned subsidiaries
of Legg Mason. Under a licensing agreement between Citigroup and Legg Mason, the names of CAM North America, LLC, Salomon Brothers
Asset Management Inc, Smith Barney Fund Management LLC and their affiliated advisory entities, as well as all logos, trademarks, and
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service marks related to Citigroup or any of its affiliates (�Citi Marks�) are licensed for use by Legg Mason. Citi Marks include, but are not limited
to, �Citigroup Asset Management,� �Salomon Brothers Asset Management� and �CAM�. All Citi Marks are owned by Citigroup, and are licensed for
use until no later than one year after the date of the licensing agreement. Legg Mason and its subsidiaries, including CAM North America, LLC,
Salomon Brothers Asset Management Inc, and Smith Barney Fund Management LLC are not affiliated with Citigroup.

ITEM 8.  PORTFOLIO MANAGERS OF CLOSED-END MANAGEMENT INVESTMENT COMPANIES.

(a)(1):

NAME AND ADDRESS
ADDRESS

LENGTH OF
TIME SERVED

PRINCIPAL OCCUPATION(S) DURING
PAST 5 YEARS

Matthew C. Duda

Western Asset
385 East Colorado Blvd.

Pasadena, CA 91101

Since 2006 Co-portfolio manager of the fund; employee of SBAM since 2006 and Research
Analyst at Western Asset Management since 2001; Vice President and Investment
Strategist from 1997-2001 at Credit Suisse First Boston Corporation.

Keith J. Gardner

Western Asset
385 East Colorado Blvd.

Pasadena, CA 91101

Since 2006 Co-portfolio manager of the fund; employee of SBAM since 2006 and portfolio
manager and research analyst at Western Asset since 1994.

S. Kenneth Leech

Western Asset
385 East Colorado Blvd.

Pasadena, CA 91101

Since 2006 Co-portfolio manager of the fund; employee of SBAM since 2006 and Chief
Investment Officer of Western Asset since 1998.

Stephen A. Walsh

Western Asset
385 East Colorado Blvd.

Pasadena, CA 91101

Since 2006 Co-portfolio manager of the fund; employee of SBAM since 2006 and Deputy
Chief Investment Officer of Western Asset since 2000.
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(a)(2): DATA TO BE PROVIDED BY FINANCIAL CONTROL

The following tables set forth certain additional information with respect to the fund�s portfolio managers for the fund. Unless noted otherwise,
all information is provided as of February 28, 2007.

Other Accounts Managed by Portfolio Managers

The table below identifies the number of accounts (other than the fund) for which the fund�s portfolio managers have day-to-day management
responsibilities and the total assets in such accounts, within each of the following categories: registered investment companies, other pooled
investment vehicles, and other accounts. For each category, the number of accounts and total assets in the accounts where fees are based on
performance is also indicated.

Registered Other Pooled
Portfolio Investment Investment Other
Manager(s) Companies Vehicles Accounts

Matthew C. Duda 6 registered investment
companies with $1.3

billion in total assets

under management

7 Other pooled

investment vehicles

with $1.6 billion in total

assets under management

1 Other accounts

with $14 million in total

assets under management*

Keith J. Gardner 6 registered investment companies with
$1.3

billion in total assets

under management

7Other pooled

investment vehicles

with $1.6 billion in total

assets under management

1 Other accounts

with $14 million in total

assets under management*

S. Kenneth Leech� 122 registered investment companies with
$106

billion in total assets

under management

135 Other pooled

investment vehicles

with $187 billion in assets

under management

957 Other accounts with

$279 billion in total

assets under

management**

Stephen A. Walsh 122 registered investment companies with
$106

billion in total assets

under management

135 Other pooled

investment vehicles

with $187 billion in assets

957 Other accounts with

$279 billion in total

assets under
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under management management**

*  Includes 1 account managed, totaling $14 million, for which advisory fee is performance based.

**  Includes 97 account managed, totaling $31 billion, for which advisory fee is performance based.

(a)(3): Portfolio Manager Compensation

With respect to the compensation of the portfolio managers, the Advisers� compensation system assigns each employee a total compensation
�target� and a respective cap, which are derived from annual market surveys that benchmark each role with their job function and peer
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universe. This method is designed to reward employees with total compensation reflective of the external market value of their skills,
experience, and ability to produce desired results.

Standard compensation includes competitive base salaries, generous employee benefits, and a retirement plan.

In addition, employees are eligible for bonuses. These are structured to closely align the interests of employees with those of the Advisers, and
are determined by the professional�s job function and performance as measured by a formal review process. All bonuses are completely
discretionary. One of the principal factors considered is a portfolio manager�s investment performance versus appropriate peer groups and
benchmarks. Because portfolio managers are generally responsible for multiple accounts (including the Portfolio) with similar investment
strategies, they are compensated on the performance of the aggregate group of similar accounts, rather than a specific account. A smaller portion
of a bonus payment is derived from factors that include client service, business development, length of service to the Adviser, management or
supervisory responsibilities, contributions to developing business strategy and overall contributions to the Adviser�s business.

Finally, in order to attract and retain top talent, all professionals are eligible for additional incentives in recognition of outstanding performance.
These are determined based upon the factors described above and include Legg Mason, Inc. stock options and long-term incentives that vest
over a set period of time past the award date.

Potential Conflicts of Interest

Potential conflicts of interest may arise in connection with the management of multiple accounts (including accounts managed in a personal
capacity).  These could include potential conflicts of interest related to the knowledge and timing of a Portfolio�s trades, investment opportunities
and broker selection.  Portfolio managers may be privy to the size, timing and possible market impact of a Portfolio�s trades.

It is possible that an investment opportunity may be suitable for both a Portfolio and other accounts managed by a portfolio manager, but may
not be available in sufficient quantities for both the Portfolio and the other accounts to participate fully.  Similarly, there may be limited
opportunity to sell an investment held by a Portfolio and another account.  A conflict may arise where the portfolio manager may have an
incentive to treat an account preferentially as compared to a Portfolio because the account pays a performance-based fee or the portfolio
manager, the Advisers or an affiliate has an interest in the account.  The Advisers have adopted procedures for allocation of portfolio
transactions and investment opportunities across multiple client accounts on a fair and equitable basis over time.  All eligible accounts that can
participate in a trade share the same price on a pro-rata allocation basis in an attempt to mitigate any conflict of interest.  Trades are allocated
among similarly managed accounts to maintain consistency of portfolio strategy, taking into account cash availability, investment restrictions
and guidelines, and portfolio composition versus strategy.

With respect to securities transactions for the Portfolios, the Advisers determine which broker or dealer to use to execute each order, consistent
with their duty to seek best execution of the transaction.  However, with respect to certain other accounts (such as pooled investment vehicles
that are not registered investment companies and other accounts managed for organizations and individuals), the Advisers may be limited by the
client with respect to the selection of brokers or dealers or may be instructed to direct trades through a particular broker or dealer.  In these cases,
trades for a Portfolio in a particular security may be placed separately from, rather than aggregated with, such other accounts.  Having separate
transactions with respect to a security may temporarily affect the market price of the security or the execution of the transaction, or both, to the
possible detriment of a Portfolio or the
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other account(s) involved.  Additionally, the management of multiple Portfolios and/or other accounts may result in a portfolio manager
devoting unequal time and attention to the management of each Portfolio and/or other account.

It is theoretically possible that portfolio managers could use information to the advantage of other accounts they manage and to the possible
detriment of a Portfolio.  For example, a portfolio manager could short sell a security for an account immediately prior to a Portfolio�s sale of that
security.  To address this conflict, the Advisers have adopted procedures for reviewing and comparing selected trades of alternative investment
accounts (which may make directional trades such as short sales) with long only accounts (which include the Portfolios) for timing and pattern
related issues.  Trading decisions for alternative investment and long only accounts may not be identical even though the same Portfolio
Manager may manage both types of accounts.  Whether the Adviser allocates a particular investment opportunity to only alternative investment
accounts or to alternative investment and long only accounts will depend on the investment strategy being implemented.  If, under the
circumstances, an investment opportunity is appropriate for both its alternative investment and long only accounts, then it will be allocated to
both on a pro-rata basis.

A portfolio manager may also face other potential conflicts of interest in managing a Portfolio, and the description above is not a complete
description of every conflict of interest that could be deemed to exist in managing both a Portfolio and the other accounts listed above.

(a)(4):

Portfolio Manager Securities Ownership

The table below identifies ownership of fund securities by the portfolio managers.

Portfolio Manager(s) 
Dollar Range of

Ownership of Securities 

Matthew C. Duda None
Keith J. Gardner None
S. Kenneth Leech None
Stephen A. Walsh None

ITEM 9.  PURCHASES OF EQUITY SECURITIES BY CLOSED-END MANAGEMENT INVESTMENT
COMPANY AND AFFILIATED PURCHASERS.

NONE

ITEM 10.  SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
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Not applicable.

ITEM 11.  CONTROLS AND PROCEDURES.

(a)  The registrant�s principal executive officer and principal financial officer have concluded that the registrant�s
disclosure controls and procedures (as defined in Rule 30a- 3(c) under the Investment Company Act of 1940, as
amended (the �1940 Act�)) are effective as of a date within 90 days of the filing date of this report that includes the
disclosure required by this paragraph, based on their evaluation of the disclosure controls and procedures required by
Rule 30a-3(b) under the 1940 Act and 15d-15(b) under the Securities Exchange Act of 1934.
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(b)  There were no changes in the registrant�s internal control over financial reporting (as defined in Rule 30a-3(d)
under the 1940 Act) that occurred during the registrant�s last fiscal half-year (the registrant�s second fiscal half-year in
the case of an annual report) that have materially affected, or are likely to materially affect the registrant�s internal
control over financial reporting.

ITEM 12.  EXHIBITS.

(a)(1)  Code of Ethics attached hereto.

Exhibit 99.CODE ETH

(a)(2)  Certifications pursuant to section 302 of the Sarbanes-Oxley Act of 2002 attached hereto.

Exhibit 99.CERT

(b)  Certifications pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 attached hereto.

Exhibit 99.906CERT
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934 and the Investment Company Act of 1940, the registrant has duly caused
this Report to be signed on its behalf by the undersigned, there unto duly authorized.

Western Asset Emerging Markets Floating Rate Fund Inc.

By: /s/ R. Jay Gerken
R. Jay Gerken
Chief Executive Officer of
Western Asset Emerging Markets Floating Rate Fund Inc.

Date: May 7, 2007

Pursuant to the requirements of the Securities Exchange Act of 1934 and the Investment Company Act of 1940, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

By: /s/ R. Jay Gerken
R. Jay Gerken
Chief Executive Officer of
Western Asset Emerging Markets Floating Rate Fund Inc.

Date: May 7, 2007

By: /s/ Frances M. Guggino
Frances M. Guggino
Chief Financial Officer of
Western Asset Emerging Markets Floating Rate Fund Inc.

Date: May 7, 2007

Edgar Filing: MFS GOVERNMENT MARKETS INCOME TRUST - Form N-30D

82


