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Greece and the Fed Could Make June Swoon
a Self-fulfilling Prophecy

Sometimes an indecisive market just needs a catalyzing event to break the trendline
and go either up or down. In mid-January 2009, “Sully” Sullenberger navigated his bird-
struck plane into the incredible Hudson River landing with no lives lost. We predicted the
market would interpret this American “can-do” feat as a positive sign and rally. It took six
more weeks, but the market finally embarked on the current six-year-plus bull market.
Conversely, when the bitter partisan divide over extending the debt ceiling threatened to
shut down the government in July 2011, the market’s ugly response sent the S&P 500
down 18% in just a few weeks’ time.

The market in 2015 has been unable to sustain March and May highs that weren’t
all that high to begin with. The S&P 500 as of midday on 6/15/15 was about 30 points, or
1.5%, above its year-opening levels. Stocks have been in a range trade arguably since late
February. Scanning the horizon for trend-breaking events, the most conspicuous land-
mark is Greece. The Fed is also out there, talking about raising rates but not really getting
anything done. The way the latest Greek drama is playing out, and given the lack of
decisiveness from the Fed, we see greater risks that the market will break to the downside
for a modest and short-duration correction.

JUNE BLUES
The problem with this barely appreciated market is that it is about to hit the half-year mark at the end of June, which is one of
the worst market months. Good first halves most often precede strong years, but there is not enough time left for a good first
half. So-so first halves tend to lead to so-so years, while bad first halves are trouble for the market.

We took the years 1980 to present on the S&P 500 and sorted them into three categories: first-halves with 5% or greater
capital appreciation; first-halves with 0%-5% appreciation; and negative first-halves. In the 35 years since 1980, there have
been 19 plus 5% first-halves; just five 0%-5% first-halves; and nine years in which the S&P 500 declined from year-opening
levels across the first-half.

In those years in which the S&P 500 gained more than 5% in the first half, the market generated on average 20.9% full-
year capital appreciation – much better than the 35-year capital-appreciation average of 10.1%. In years in which the first half
was positive but gained less than 5%, the market on average appreciated a so-so 9.3%. And in years with a negative first half,
the market averaged a 3.2% decline for the full year.
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ENDLESS GREEK DRAMA
Greece represents about 2% of the Eurozone economy. But
like a drowning shipwreck survivor trying to crowd onto
to an overfull lifeboat, it risks sending the entire boat to
the ocean floor. Greece represents the “old” Europe of
bloated federal bureaucracies, lax tax collection, and gov-
ernment budgets perpetually out of balance. When it joined
the Eurozone, Greece swapped the drachma for the common
euro currency, while maintaining its own bond market.

Through years of strong euro, Greece has been bound
to a too-strong currency that has worsened its competitive
position and prevented it from resorting to the historical cure
(currency devaluation) for an anemic economy. In 1Q15, the
Eurozone grew 0.4%, surprisingly led by Spain and France.
The euro currency is devalued, making it more competitive,
and gasoline and heating oil are much cheaper than they were
one year ago. Despite these stiff tailwinds, Greece’s economy
in 1Q15 contracted for a second straight quarter, technically
meeting the definition of recession. Plainly, Greece is not
going to grow out of its problems. Equally plainly, the coun-
try can never pay back all the debt it owes.

Greece has changed governments frequently trying
to resolve the irreconcilable conflict between an antiquated
government pension system and its need for cash inflows.
Pledges to enforce austerity last about as long as the time
between elections. The goal of any Greek government is to
convince the EU and IMF that it is making a best-effort at
austerity and deserves fresh cash, while simultaneously con-
vincing its own population that is not giving in to the lenders.

As June hit the mid-month mark, the endless Greek
drama took on new urgency. As we went to press, Greek
Prime Minister Alexis Tsipras was holding emergency meet-
ings in London. The emergency meeting followed yet an-
other break-down in talks between Greece and its creditors.

If Greece is just 2% of the Eurozone economy, why
does all this matter? Failure by Greece to reconcile with its
lenders would first lead to sovereign bond default and po-
tentially lead to Greece exiting the common currency. Many
economists believe that a Greek default on its bond pay-
ments would represent the most severe stress on global
financial markets since the Lehman bankruptcy. If the fi-
nal outcome should be Eurozone exit, re-issuance of the
drachma could be disastrous, resulting in deep currency
devaluation that would instantly price the capital stock of
Greece about 50% below its value in euros.

Even under the most benign outcome, Greek default
and/or Eurozone exit would result in tighter credit markets
and lending standards, creating an impediment to an al-
ready fragile global recovery. The advantage of these Ar-
mageddon-like scenarios is that they may scare Greece and
its creditors enough to reach a short-term deal. That would
buy time for both sides as they confront the inevitable: the need
for a sharp write-down in the value of existing Greek debt.
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FED WEEK
The worsening Greek crisis has one virtue: it has reduced
the focus on the June 2015 meeting of the Federal Open
Market Committee (FOMC), which sets U.S. Federal Re-
serve policy. Around year-end 2014, many investors and
strategists (including Argus) targeted the June meeting as
the point at which the Fed would enact its first rate hike
since 2006.

Much has changed since then. Weak energy prices,
first seen as a boon for consumers, cut into the U.S. shale
oil boom, leading to reduced employment and capital
spending cuts in what had been one of the fastest growing
parts of the economy. Strong dollar, a chief cause of re-
duced energy costs, has also hurt overseas competitive-
ness and led to unfavorable currency repatriation. First-
quarter GDP growth was winter-impacted, leading to a
negative print. But strong dollar and weak energy now limit
prospects for a big bounce-back in 2Q15, similar to what
happened in 2Q14.

Spring data has been better – but not so great as to
indicate a broadly accelerating economy. The result is that
the forecast for the first Fed rate hike has been bouncing
around like a tennis ball.

On 6/17/15, the Fed issued its updated economic fore-

casts along with its “dot plot” of the projected path of short-
term interest rates. The dot plot is based on estimates from
the five Fed governors and 12 regional Fed presidents as
to where rates are headed in the next several years. Based
on our interpretation of the dot plot, the Fed may raise rates
just once this year, and by 25 basis points. We continue to
believe that the first rate hike will occur in 2015.

CONCLUSION
Commentary from the Fed and reaction to the Fed’s up-
dated forecasts will partly set the tone for stock trading
though the end of June. This commentary may reassure
investors that the Fed is sensitive to the need to raise rates
slowly. Or Fed comments could spur another bond rout
similar to the selling seen from late April through mid-
June.

Investors will simultaneously be keeping an eye on
Greek negotiations, with the somewhat wishful hope that
the urgency of the situation compels a durable resolution
and not a potentially catastrophic exit. Given June’s repu-
tation, investors are already getting itchy around the exits.
While we would still regard any selling as an opportunity
for valuation reset and bargain buying, we are also mind-
ful of the potential for near-term pain.

Jim Kelleher, CFA,
Director of Research
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ARGUS RATING SYSTEM
Argus uses three ratings for stocks:  BUY, HOLD and SELL.  Stocks
are rated relative to a benchmark, the S&P 500.

A BUY-rated stock is expected to outperform the S&P 500 on a
risk-adjusted basis over a 12-month period.  To make this determi-
nation, Argus Analysts set target prices, use beta as the measure
of risk, and compare risk-adjusted stock returns to the S&P 500
forecasts set by the Argus Market Strategist.

A HOLD-rated stock is expected to perform in line with the
S&P 500.

A SELL-rated stock is expected to underperform the S&P 500.
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United Natural Foods Inc UNFI  BUY HOLD 6/16/15


