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Today, global financial markets are reacting to negative 

headlines on Greece. Stock markets are down 3-5% in Europe 

and U.S. Treasury and German bund yields are also falling as 

negotiations between the Greek government and its three 

main creditors — the International Monetary Fund (IMF), the 

European Central Bank (ECB) and the European Commission 

(collectively known as the “troika”) — seemingly broke down, 

increasing the chance of a Greek default and the country’s 

exit from the common currency region (“Grexit”). We expect 

Greece-related volatility to remain elevated in the near term, 

but believe these developments are unlikely to disrupt global 

growth, thereby limiting contagion to financial markets.

New Developments:
n		After midnight on Friday, Greek Prime Minister Alexis 

Tsipras called a referendum on July 5 for Greek voters to 

decide whether to accept the latest bailout proposal offered 

by Greece’s international creditors. He and his government 

endorsed a “no” vote.  In a 13-hour session on Saturday, 

the Greek Parliament approved to hold the referendum. A 

panic started almost immediately, with long lines forming at 

ATMs, supermarkets and gas stations throughout Greece.

n		The Greek government then asked the troika for an 

extension of the current bailout program, which expires on 

June 30, to accommodate the referendum. In a meeting 

of the eurozone’s finance ministers (the Eurogroup) on 

Saturday, the request was denied. 

n		In a meeting on Sunday, the ECB decided not to increase 

the ceiling of the Emergency Liquidity Assistance (ELA) 

program to support the Greek banks; they had increased 

it repeatedly until Friday to counter the liquidity problems 

caused by a steady flow of withdrawals by Greek depositors. 

The ECB also recommended capital controls to the Greek 

banking system. 

n		Greek banks decided to implement capital controls that, 

for the time being, mean a daily withdrawal limit of 60 

euros from ATMs, and a bank holiday, whereby banks will 

remain closed for a time leading up to the referendum, and 

possibly beyond. This would be the second time that capital 

controls have been instituted in the euro area; Cyprus put 

capital controls in place in early 2013, and kept them for 

about two years but managed to stay in the eurozone.

n		According to several sources, the Athens Stock Exchange 

will remain closed for at least the next few days.  

Key Takeaways:
n		At the moment, we do not see signs of broad-based market 

contagion and expect the impact on U.S. markets to be 

contained.  We do, however, expect the market reaction 

in the euro area to be moderate to severe. Spreads on 

peripheral eurozone sovereign debt will likely widen 

relative to German bunds, the euro should weaken further, 

and equity markets in the euro area could see a further 

correction as the situation unfolds.

n		Amid this heightened uncertainty, our fundamental outlook 

remains unchanged. The implications of the crisis in Greece 

remain mostly political in nature, and the global economic 

backdrop remains one of improving growth and central 

banks remaining accommodative. 

n		To be sure, an adverse outcome, such as Greece’s default 

and exit from the eurozone, would cause elevated volatility 

until clarity were gained on the broader implications of 

such an event. However, it is unlikely to cause a significant 

disruption to global growth or to derail the Fed’s first 

rate hike this year. Greece accounts for only about 2% of 

the eurozone’s economy.  Unlike in 2010-11, the bulk of 

Greek sovereign debt is now held by official institutions 

such as the IMF and the ECB, and not banks, limiting the 
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potential for a system-wide disruption. What is more, in the 

last few years, other periphery economies have improved 

significantly and policymakers have developed mechanisms 

to minimize the shocks caused by such situations. The ECB 

is also more proactive in executing measures to stabilize 

the markets and stimulate the economy. BofA Merrill Lynch 

Global Research economists believe that while a “Grexit” 

is no longer a remote possibility, a strong policy response 

from the ECB should limit the contagion to the region’s 

financial markets.

n		We remain constructive on stocks globally but expect higher 

volatility in the near term. A well-diversified portfolio of 

high-quality securities across asset classes and geographies 

should prove resilient and help investors weather the 

effects of any outcome. Within equities, our preference 

is for high-quality large cap stocks with healthy dividend 

yields and growth potential. For fixed income, we prefer 

that Treasuries and municipal bonds make up the core of 

the portfolio.

n		U.S. equities would likely suffer less and potentially even 

benefit from a “flight to safety” effect as funds migrate 

from Europe. However, we expect that after the initial 

shock, investors would return their focus to the positive 

tailwinds of ECB monetary stimulus and the resulting 

improvements in growth and inflation in the region.

n		Our advice remains that investors’ portfolios remain aligned 

with their goals-based strategic asset allocations. A price 

correction of 10-15% in European equities would not 

be unusual, especially after such substantial gains. Such 

declines present good entry points for long-term investors.


