
 
 
 

 

July 8, 2015 

Special Market Commentary 
Greece 

To say that the situation with Greece has been “fluid” is an understatement. Greece missed a 
payment due to the IMF on June 30th and is now technically in default on those loans. In a surprise 
move, the prime minister called a public referendum on whether or not to accept the most recent 
creditor demands, and the voters responded with a 61% “No” vote on July 5th. 

Greece is now back at the negotiating table with its official creditors. They have now promised to 
implement pension and tax reforms in exchange for a new three-year rescue loan, but there is not yet 
any definitive sign that they are prepared to employ either the degree or the exact nature of the 
austerity measures demanded by the IMF, European Commission and European Central Bank 
(ECB). And the creditors are reluctant to provide longer repayment terms and lower interest rates on 
existing debt or provide more bailout funds without a convincing commitment to fiscal reform by the 
Greeks. The situation literally evolves hour by hour. 

Greece has until July 20th to repay 3.5 billion Euros to the ECB and if it misses that payment, the 
ECB may suspend support for Greek banks and the likelihood of a full exit from the Eurozone (a so 
called “Grexit”) rises materially. However, we believe that even in the event of Greek default to the 
ECB and a full blown exit from the Eurozone, the risk of significant economic and financial 
“contagion” is limited. Given the size of the Greek economy, the long term global economic impact 
would be modest. And unlike in 2012, only a limited amount of Greek debt is currently held by 
private sector banks, so the impact on the financial system is likely to be limited as well. The risk of 
“political” contagion, meaning emboldening other anti-euro parties in other European countries, is 
harder to judge. 

What does all this mean for investors? As this situation plays out, investors are likely to become 
more risk averse and there is almost certain to be continued volatility in the markets. Safe haven 
assets like the dollar and treasuries have rallied, but gold, which is typically a good barometer of 
panic, has barely budged. That tells us there is not a lot of concern about systemic/contagion risks. 

China – Chinese stocks have seen a significant correction in the last few weeks, despite several 
measures government authorities have enacted to support the markets. But this is after an enormous 
run-up over the last year. Given that much of the rally was due to increasing access to Chinese 
equities and other measures the government had taken to promote the markets, most of our managers 
viewed the market there skeptically and did not find many compelling opportunities from a valuation 
perspective. Our dedicated emerging markets manager is significantly underweight China relative to 
the broad emerging market index, and has held up better than the broad index since the correction in 
Chinese equities began. 

Oil – After bouncing back from its steep price decline late last year, oil has very recently seen 
another significant downdraft. Concern over slowing growth in China and economic stability in 
Europe, and speculation that significant supply could come back on the market if a nuclear deal is 
reached with Iran, have all contributed to crude oil’s weakness. We have very little direct 
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commodity exposure in portfolios, although managers who are overweight energy-related stocks 
relative to their benchmark are experiencing some underperformance. 

Puerto Rico – Puerto Rico’s governor has recently declared that the commonwealth’s $72 billion of 
debt is unpayable. We believe there will have to be a major restructuring for Puerto Rico at some 
point. You do not hold any Puerto Rican bonds in your core fixed income bond portfolios. 


