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Federal Reserve further calms the markets  

Mrs. Yellen continues to adjust the markets’ expectations with regard to the effective strength of the 

US economy. Thus, while she insists on her goal to raise interest rates still this year, she now clearly 

states that any rise in rates is going to be first very modest, and second very gradual as to its 

continuation. This is exactly what we have been saying for some time now. The implications of such 

policy stance are clear: yields are likely to remain subdued, and even come further down, equities 

remain supported, and the US dollar’s pace of appreciation is also likely to remain contained by a more 

dovish policy stance. 

Greek debt issue: expect high drama with a happy end  

It might take months instead of weeks before a final deal will be reached on the Greek debt issue. Such 

deal – which de facto will include continuing austerity with some form of debt reduction (but most likely 

not privately held debt reduction) – will ultimately have to be approved by the Greek people, either 

through some sort of referendum, or by the election of a new government. We believe that such deal 

will prevent a default from materializing. This is, however, not a foregone conclusion. We might still see 

a formal default announcement without a euro exit, and then a disorderly voyage to a final deal. Thus 

market participants should still brace for significant volatility and downward potential. Over time global 

assets, and in particular risky European assets, should benefit.  
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Past week global markets’ performance 

Index Latest
Weekly 

Chg %
YTD %

S&P 500 2,110.0 1.2 2.5 

Dow  Jones 18,016.0 1.3 1.1 

Nasdaq 5,117.0 1.7 8.0 

DAX 40 11,040.1 0.5 12.6 

Nikkei 225 20,174.2 -1.0 15.6 

FTSE 100 6,710.5 -0.0 2.2 

Sensex 27,316.2 2.7 -0.7

Hang Seng 26760.5 -0.4 13.4 

ADX 4572.0 0.7 1.0 

DFM 4063.9 -0.8 7.7 

Tadaw ul 9505.7 -1.4 14.1 

DSM 11898.0 0.3 -3.2

MSM30 6455.44 -0.5 1.8 

BHSE 1366.9 -0.0 -4.2

KWSE 6237.2 -0.8 -4.6

MSCI World 1,774.9 1.0 3.8 

MSCI EM 974.6 0.4 1.9 

Index Snapshot (World Indices)

Regional Markets (Sunday to Thursday)

MSCI

 

Commodity Latest
Weekly 

Chg %
YTD %

ICE Brent USD/bbl 63.0 0.7 9.9 

Nymex WTI USD/bbl 59.6 0.2 11.9 

OPEC Baskt USD/bbl 60.6 0.6 16.4 

Gold 100 oz USD/t oz 1200.3 1.2 1.3 

Platimum USD/t oz 1084.8 -0.2 -10.2

Copper USD/MT 256.9 -2.9 -9.1

Alluminium 1665 -0.7 -9.2

EUR 1.1352 0.6 -6.2

GBP 1.5883 1.8 2.0 

JPY 122.71 -0.6 -2.4

CHF 0.9175 -1.3 8.4 

USD Libor 3m 0.2813 -0.7 10.1 

USD Libor 12m 0.7666 -3.2 21.9 

UAE Eibor 3m 0.7457 0.0 10.1 

UAE Eibor 12m 1.0771 0.3 6.0 

US 3m Bills 0.0000 -99.8 -100.0

US 10yr Treasury 2.2577 -4.2 4.0 

Global Commodities, Currencies and Rates

Currencies

Rates
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Greece debt issue: a positive outcome is still the most likely
Markets remain very constructive 

A quick look at global equity markets, as well as spreads 

between Euro-zone core - and periphery yields, shows that 

markets are not particularly concerned about the Greek debt 

issue. Over the last week even Greek debt yields came down, 

sort of indicating that markets do not believe in a full-blown 

euro-exit.  

Greek financial contagion potential is now massively lower 

In 2009 Greece owed foreign banks more than 140 billion euro. 

Today that amount has been reduced to less than 40 billion 

euro, with US, UK and German banks owning each 

approximately 10 billion euro, and the remainder being split 

between a myriad of banks from other markets. Overall private 

debt is in the order of 95 billion euro, which is about 30% of the 

country’s total debt of approximately 315 billion euro. It is 

therefore reasonable to assume that not much more than 40 

billion euro are owned by foreign market participants and most 

of it by banks that have taken appropriate provisions for it. 

 
Source: Bloomberg 

 

But is this lack of contagion threat the only reason why 

markets have been relatively complacent? 

As the above chart indicates, about 70% of Greece’s debt is 

owed to official creditors, the bulk of which – directly or 

indirectly – to other governments of the Euro-zone. Those 

governments are, yes, very concerned that Greece sticks to its 

austerity measures, in particular cuts down on wages and 

pensions. Yet, they are also concerned that Greece pays back 

its debts. Take as an example the largest Euro-zone country, 

Germany. It is a 27% stakeholder in the ESM (European 

Stability Mechanism) and as such owns that share of the ESM’s 

142 billion credit towards Greece, i.e. something like 38 billion 

euro. Add to that Germany’s stake in the ECB and the IMF, as 

well as some direct bilateral loans and the country’s overall 

credit towards Greece easily makes up 50 billion. Not much? 

Maybe, but still something like 1.5% of its overall GDP. The 

same is true for all other Euro-zone economies since the share 

of Greece’s debt financing has been shared in proportion to 

each member-country’s GDP. Since the surest way to lose 

all that money would be Greece exiting the Euro-zone, it is 

reasonable to assume that, even with some form of partial 

default, everything will be done to keep Greece in the Euro-

zone. Yet, if this is what markets are betting on – Greece 

ultimately staying in the Euro-zone with some partial 

default (haircut) on its official sector debt – then the 

downside potential for negative surprises is much bigger 

than the upside potential for a positive outcome. 

How to orderly cut your hair 

It is clear that the Euro-zone countries fear that a dilution of 

austerity measures in Greece would trigger analogous popular 

requests in Portugal, Spain and Italy. Yet Greece’s debt burden 

stands at close to 180% of GDP whereas that for Portugal, 

Spain and Italy stands at respectively 130%, 98% and 132% of 

GDP. Surely, even if there is little case for austerity elimination 

only in Greece, one could argue that Greece’s debt burden is 

particularly unsustainable, and that some haircut for Greece 

alone makes sense. After all, whatever the size of the 

haircut other Euro-zone countries would concede to 

Greece, they are likely to incur less losses than if they let 

Greece exit the Euro-zone. 

Thus the most sensitive solution would be for the Greek 

government to stick to austerity, and for the other Euro-zone 

governments to agree on a further reduction of the debt. 

Realization of this outcome should be supportive for the value 

of Greek (privately held) debt. 

 
Source: IMF World Outlook, Apr 2015  

 

Expect some positive outcome over the next week 

Until now the Greek government has not had the courage to 

contemplate continuing austerity. The other Euro-zone 

governments, on their side, fear to propose a debt reduction 

that would ultimately fall on their taxpayers. It is still likely, 

however, that before June 30th, when Greece has to pay back 

the IMF, some compromise will be found. It is likely that any 

such agreement will be proposed to the relative electorates in 

wording that hides the effective reality. The Greek government 

is already talking about the introduction of a “solidarity tax” on 

wages about a certain level. Likewise the Euro-zone 

governments will be scrambling for the politically least 
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embarrassing definition for what ultimately should be a 

considerable haircut of Greece’s debt. At that point, in addition 

to privately held Greek debt, European equities should have a 

decent rally together with Euro-zone periphery bonds. We 

would also likely see some pick-up in the euro, as well as 

German and US government bond yields, yet less so since the 

market has been already betting on a positive outcome and the 

recent correction in European stocks has much more to do with 

German bonds’ yields normalization than with Greece. 

 

At the same time brace for the possibility of a disorderly, 

but ultimately positive, outcome with no Grexit 

If Greece would default on June 30th we will see a heavy 

correction in global equities and risk assets, as well as a jump 

in gold, German Government bond prices, as well as US 

Treasuries, The euro would correct against the US dollar. 

Simply because markets are not expecting such an outcome, 

these corrections would be quite impressive in the immediate 

aftermath of the outcome, i.e. they would be larger in size that 

then the opposite movements that we are likely to see if a deal 

is reached that avoids default. 

 

We would then have capital controls in Greece. The country’s 

banking system would freeze and economic activity would 

implode. Yet, it is far from clear that the country would 

immediately have to resort to a new currency, as it is running 

primary fiscal and current account surpluses (even if these 

surpluses are small). Also, even if the ECB would immediately 

cease financing Greek banks, Greece can – treaty wise – not 

be forced to exit the single currency area. The Greek 

government would, however, quickly run out of euros and 

would likely have to resort to some sort of promissory notes 

(IOUs) or tax anticipation certificates. Popular concerns about 

the real future value of wages, pensions and saving would likely 

topple the government and a new technocrat government 

would start negotiations and likely accept the continuation of 

austerity measures in exchange of some sort of debt relief 

which the other Euro-zone governments would probably 

concede. These measures would then have to be approved by 

the Greek people, either through a referendum or through new 

elections. 

 

Markets would anticipate these developments with risky assets 

and Euro-zone periphery assets making a sharp rally, and 

recovering the losses incurred in the aftermath of the 

breakdown of the negotiations and default announcement.  

 

Grexit remains unlikely 

Developments can get out of control, especially if many parties 

– and different electorates – are involved. Yet, precisely 

because exit out of the Euro-zone is neither immediate nor 

automatic in the case of default, it remains relatively unlikely. 

The Greek electorate, the majority of which has always been 

opposed against such exit, would realize that the devaluation 

of a new currency would immediately result in more hardship 

than the proposed austerity measures. The longer term 

benefits would also not be obvious since Greece is a small 

economy with a large share of imports. Thus domestic inflation 

would spike, wiping out a significant part of the gain in 

competitiveness resulting from the devaluation. 

 

At the Euro-zone level it would result in an embarrassing loss 

of taxpayers’ money, potentially up to 1.5% of the area’s GDP. 

It might even require an equally embarrassing recapitalization 

of the ECB, following its own losses on Greek paper it currently 

owns. At the NATO level it would result in the destabilization of 

a member-country with significant cultural links to Russia, at a 

time that tensions between NATO and Russia are particularly 

high. 

 

Even in this scenario we would likely see a pick-up of European 

equities and periphery bonds in the following months. The 

hardship for the Greek people, resulting from the exit out of the 

single currency, would in fact likely make space for second 

thoughts about such an exit in all other periphery economies of 

the Euro-zone. 

 

Impossible to predict exact turning point in Greek debt 

saga 

Whilst we thus remain relatively constructive about the final 

outcome of the Greek debt saga, we consider it impossible to 

predict the exact timing of future development, in particular 

when and how a deal will be reached, and when markets will 

start anticipating it. It is true, already this morning we heard – 

for the first time since the new Greek government came to 

power – positive comments to new Greek proposals that 

included – also for the first time – wage and pension cuts. 

Negotiations are, however, likely to be further characterised by 

all sorts of surprises, mostly negative ones, and all part of 

continuing bargaining tactics. It is even possible that a final and 

definitive deal will only be reached after June 30, within the next 

months only. Thus our constructive medium term view does not 

preclude the possibility of continuing volatility over the next 

weeks, and even months, to come.  
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Summary market outlook 

Global Yields 

Sovereign yields in major economies drifted lower last week on a relatively dovish Fed, soft economic 

releases from the US and normalization of yields from their recent spikes in Eurozone. This week, 

movements are expected to be data driven. Any disappointment in the investment and housing 

indicators in the US could pull the yields further down. Sovereign yields are also likely to remain volatile 

due to ongoing Greek issue. German bund price will benefit due to the uncertainty regarding Greece.     

Stress and Risk 

Indicators 

The VIX index also trended lower as dovish Fed induced equity market gains. It is likely to remain in 

the range (12-15). CDS spreads in major economies (developed as well as emerging markets) 

remained largely unchanged last week. Greek issue remains the major potential factor to risk indicators.     

Precious Metals 
Precious metals gained a bit towards the last days of the last week. Prices could benefit from the 

ongoing Greek issue in the near term.        

Local Equity Markets 
GCC equities except Tadawul were largely flat last week, with a couple of indices closing marginally 

positive and the remaining closing marginally negative. Tadawul lost over 1.4% during the week. With 

the onset of Ramadan, activity and price movements are expected to be muted in local markets.    

Global Equity Markets 
The dovish Fed induced gains in equity markets globally last week. Although markets have largely 

ignored the Greek issue this time, the progress in the negotiation between Greek government and its 

creditors is likely to be an important factor this week for the global equity markets.     

Energy 
The Brent crude price has continued to hover around the $65 per barrel mark for over more than a 

month now. It seems to have stabilized at this level and has created a trading range around it.   

Industrial Metals 
The recent rally in commodities has now by and large been undone in view of continuing slow growth 

in China  

Currencies Commentary Critical levels 

EURUSD 

A dovish Fed and the lower expected future interest rate trajectory (dots projections by 

FOMC members) resulted into the US dollar loosing some ground against Euro. 

However, the Greek issue remains a major factor for the Euro-dollar cross where any 

setback in negotiations should result into euro depreciation.  

R2 - 1.1573 
R1 - 1.1462 
S1 - 1.1215 
S2 - 1.1079 
 

GBPUSD 

A dovish Fed caused the US dollar to loose further ground against the British pound as 

well. Stronger economic releases in the UK as against softer releases in the US also 

pushed the cross higher. This is expected to continue in the near term.     

R2 - 1.6209 
R1 - 1.6046 
S1 - 1.5604 
S2 - 1.5325 

USDJPY 

The Japanese yen also gained a bit against the US dollar last week. As we had noted 

last week that the Bank of Japan was not inclined to push currency further lower in 

order to create domestic inflation, the yen is likely to gain slightly more in the near term.   

R2 – 125.18 
R1 – 123.95 
S1 – 121.98 
S2 – 121.24 
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Forthcoming important economic data 

United States

  Indicators Period Expected Prior Comments 

06/22/2015 Existing Home Sales May 5.28mn 5.04mn 

Market will focus on investment 
indicators and housing data to 
gauge the current trend in 
economic activity 

06/23/2015 Durables Ex-Transport May 0.5% -0.2% 

  06/23/2015 
Capital Goods Orders Non-def 
Ex-Air May 0.5% -0.3% 

06/24/2015 GDP Annualized QoQ 1Q T -0.2% -0.7% 

06/25/2015 PCE Core YoY May 1.2% 1.2% 

06/26/2015 
Univ. of Mich Consumer 
Sentiment June F 94.6 94.6 

 

Japan 

  Indicators Period Expected Prior Comments 

06/24/2015  Markit Mfg PMI June P 50.5 50.9 Manufacturing PMI will reflect if 
economic recovery is still on 

track while inflation is expected 
to further move lower.  

06/26/2015 Job-to-applicant Ratio May 1.17 1.17 

06/26/2015 CPI YoY May 0.4% 0.6% 

 

Euro zone 

  Indicators Period Expected Prior Comments 

06/22/2015  Consumer Confidence June A -5.8 -5.5 Preliminary survey data for 
manufacturing PMI will be under 

scrutiny.  
06/23/2015  Markit Mfg PMI June P 52.2 52.2 

06/26/2015  M3 Money Supply YoY May 5.4% 5.3% 

 

 

China and India 

  Indicators Period Expected Prior Comments 

06/23/2015 Markit Mfg PMI (China) June P 49.5 49.2 
China’s preliminary 
manufacturing PMI will be looked 
at closely by the market.  06/25/2015 Eight Infrastructure Industries (India) May NA -0.4% 
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