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Today, global financial markets are reacting moderately to 

Greece’s unexpected “NO” vote in Sunday’s referendum. Amid 

increased volatility, most European and Asian equities have 

declined between 1-3%. Bond markets in Europe have also had 

a muted response, with German yields declining modestly and 

10-year Italian and Spanish yields widening slightly relative to 

Germany. The markets seem to be taking a wait-and-see attitude 

to political developments in the eurozone. The market is entering 

a period of prolonged uncertainty over whether negotiations 

between the Greek government and its three main creditors—

the International Monetary Fund (IMF), the European Central 

Bank (ECB), and the European Commission—will continue, and 

whether it will result in an agreement that will keep Greece in 

the eurozone or set in motion a Greek default and ultimately the 

country’s exit from the common currency region.

New Developments:
n		In Sunday’s referendum, Greeks voted against creditors’ strict 

bailout conditions by a surprisingly wide margin of 61% to 

39%. The outcome is viewed as a personal victory for Greek 

Prime Minister Alexis Tsipras, who had strongly endorsed the 

“NO” vote and solidifies his control of the Greek political scene. 

The outcome reflects the electorate’s belief that rejecting 

further austerity does not necessarily imply an exit from the 

eurozone (“Grexit”). The celebrations in the streets suggest 

that the majority of Greeks have a limited understanding of the 

greater economic implications of their vote.

n		Among the rapid political developments were the resignation 

of Finance Minister Yanis Varoufakis who was viewed as 

an impediment to progress in negotiations. His successor, 

Euclid Tsakalotos, is expected to achieve better outcomes 

vis-à-vis Greece’s creditors. While Germany has taken a hard 

line, stating that there is no basis for negotiations after the 

referendum outcome, we are waiting for the response of other 

European leaders. The tone of near-term official statements 

will be a key sign of the direction for Greece. 

n		Numerous meetings over the next several days could affect 

markets. German Chancellor Merkel meets today with French 

President Francois Hollande. There is also a special Eurogroup 

meeting and an emergency European leaders’ summit 

tomorrow. While analysts agree that the probability of Grexit 

has significantly increased after the “NO” vote, some still 

consider a new agreement between Greece and the eurozone 

more likely, which will almost certainly impose tougher 

conditions on Greece than earlier agreements.

n		In the near term, the ECB meets today to decide on the 

level of Emergency Liquidity Assistance (ELA) it provides 

Greek banks. The ECB is expected to leave it unchanged 

at the current level of €89 billion as it waits for political 

developments and could increase haircuts to the securities 

Greek banks post as collateral. With Greek banks still closed 

and capital controls in place, lines at ATMs are long. A 

discontinuance of ELA would lead to a collapse of the Greek 

banking system and make Grexit inevitable. Still, the precarious 

state of Greek banks means that keeping the current level 

of ELA might only fund banks’ liquidity needs for a few more 

days. The ECB is now focused on safeguarding the eurozone’s 

recovery against any contagion from negative outcomes with 

Greece and can utilize its new tools, such as Outright Market 

Purchases (OMT), to buy peripheral bonds and prevent rapid 

widening of spreads to German bunds. It could also tweak 

bond purchases to protect the large peripheral markets, i.e., 

Italy and Spain, against speculation.  

Key Takeaways:
n		The Greek referendum outcome has increased market 

uncertainty and the odds of a Grexit. However, critical 

decisions from this point on will be political rather than 

economic, taking the broader geopolitical picture into account. 

The European and broader global economic backdrop 
remains one of improving growth and central banks 
remaining accommodative, with the ECB expected to 
become more so, if needed. Therefore, our fundamental 
outlook remains unchanged.
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n		A default and/or exit from the eurozone, would cause elevated 

volatility. However, it is unlikely to significantly disrupt global 

growth or to derail the Fed’s first rate hike this year. Greece 

accounts for less than 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 potential for a systemic contagion. 

Moreover, BofA Merrill Lynch Global Research economists 

believe that while a Grexit is now more likely, a strong policy 

response from the ECB, which has developed mechanisms to 

shield its economy from shocks and is also more proactive in 

stimulating the economy, should limit contagion to the region’s 

financial markets. 

n		We think more defensive positions are advisable until 

the situation is better understood. However, we remain 

constructive on stocks and view the potentially higher near-

term market volatility as an opportunity to rebalance. Price 

corrections of 10%-20% are not unusual for European equities 

during times of stress. Given our positive longer-term outlook, 

we believe sell-offs should set the stage for a year-end rally, as 

the situation with Greece resolves. 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.

KEy DaTEs

Monday 7/6: 
 •	 	Greek	political	leaders	met	with	the	President	of	the	

Republic	and	agreed	to	cooperate	on	achieving	a	deal

	 •	 	The	ECB	is	meeting	to	decide	on	the	ELA	level	and	
collateral	haircuts	for	Greek	banks

	 •	 	Merkel	and	Hollande	meet	on	the	political	response	to	
the	Greek	referendum

Tuesday 7/7: 
	 •	 	A	special	Eurogroup	meeting	is	convening		

	 •	 An	emergency	European	summit	will	take	place	

Friday 7/17: 
 •	 	Greece	owes	an	interest	payment	on	bonds	held	by	

private	creditors

Monday 7/20: 
	 •	 Greece	owes	€3.5	billion	to	the	ECB	


