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After Greece, Smooth Sailing – or Summer Doldrums?

The standoff between Greece and its lenders has been resolved, after a fashion. The
Eurozone, anxious to keep a first member from leaving the common currency, is seeking
a means to provide Greece with emergency funding. Assuming the Greek parliament
passes a new round of austerity measures, a larger funding mechanism for up to three
years will be put in place.

THE DEVIL YOU KNOW…
Even as Europe prepares to lend Greece up to 85 billion euros ($95 billion), Greece has
no realistic hopes of repaying much, if anything, of what it has already borrowed. Ac-
cording to Reuters, Greece owes about 243 billion euros ($271 billion) to the IMF, the
ECB, individual Eurozone nations, banks and individual investors.

Greek politicians and citizens have expressed outrage at new austerity measures,
while German and other EU citizens have expressed outrage that Greece is getting more
money that it can never pay back. But the deal will likely go through simply because a
Greek exit from the common currency carries risks both known and unknown.

Europe is afraid that the failure of the Greek banking system could lead to a com-
plete economic collapse in Greece. There is also contagion fear, not identical but similar to the fear that drove the U.S. govern-
ment to step in and support Bear Stearns, Fannie Mae and Freddie Mac during the 2008 meltdown. Moreover, in an age of
terrorism and caliphates, Europe does not want a failed state not just on its doorstep but in its midst. Humanitarian concerns
would also compel Europe to act. Ultimately, the cost of letting the Greek economy collapse and then rebuilding it sufficiently
to avert both financial contagion and humanitarian tragedy would likely be far greater than the cost of keeping it going in its
current dysfunctional state.

A TIDE OF IRANIAN OIL?
While we were preparing this article, international news agencies announced that negotiators had achieved a deal aimed at
regulating Iran’s nuclear program. President Barack Obama, who has made the agreement a priority in his second term, stated
that the agreement would prevent Iran from developing or obtaining nuclear weapons.

The agreement contains a range of provisions enabling international observers to monitor nuclear sites and verify compli-
ance. It also reduces the number of Iranian centrifuges by two-thirds, limits uranium research and development to a single
facility, places bans on enrichment at various sites, and sets specific limits on the size of Iran’s enriched uranium stockpile. In
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exchange, Iran will be able to develop its nuclear industry
for energy purposes. More importantly, the deal will lift or
relax sanctions on Iranian oil exports and other commerce.

The U.S. Congress, beginning a 60-day review, will
likely oppose the agreement, though the president has
vowed to veto any legislation blocking implementation.
Iran has an oil reserve base in the top five globally, which
raises questions about why it needs a peaceful nuclear pro-
gram. The Israeli government’s response could range from
icy disdain to something more material. No one is certain
when Iran might begin complying with the terms of the
agreement, or what a Congressional rejection of the deal
might entail.

But with six major nations signing the agreement,
several nations will welcome Iranian oil back to their ports
and pipelines — even if this takes some time; sanctions
reportedly won’t be lifted until the curbs on Iran’s nuclear
program are in place.

But the oil will eventually come back. Iran currently
produces and exports just over one million barrels per day,
according to sources quoted by Reuters. The lifting of sanc-
tions would widen Iran’s available market, and enable it to
boost exports by as much as 60% within a year, according
to those sources.

According to Argus Energy Analyst Michael Burke,
oil is in oversupply by about 2.5 million barrels per day
(bpd), versus global consumption of approximately 93
million bpd. Assuming the deal takes effect, Mike expects
Iranian oil exports to gradually increase by about 500,000
bpd by the beginning of next year and by about one mil-
lion bpd by the end of 2016.

But that does not mean energy prices are on a one-
way trip down. Recall that crude prices rallied by nearly
24% in April 2015 on signs that the global glut would ease
as U.S. shale producers and OPEC cut back on produc-
tion. In addition, after oil prices fell during the Iranian
nuclear negotiations, the oil market reversed the old “buy
the rumor and sell the fact” dictum; in this case, oil prices
rallied on the signed deal.

WTI crude is currently near $53 per barrel, while
Brent is around $58. In Mike’s view, U.S. companies with
high-quality acreage can make money at these levels, while
firms with less attractive acreage may struggle. National
oil companies such as Aramco “will do fine” given that
most of their fixed-cost investments have been made and
their marginal cost of production is low.

The new Iranian capacity is not a drop in the bucket,
but neither will it disrupt the global supply-demand bal-
ance. The fact that the new Iranian oil will be reintroduced
slowly will likely allow the market to adjust. While we won’t
know the final impact until that oil is back on the market, we
do not currently expect a huge price adjustment.
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SAILING ACROSS SUMMER
Last autumn, the markets rallied out of their mid-October
low on the perception that consumer spending would be
buoyed by cheap gasoline along with higher employment
and rising wages. On prospects for lower oil prices as Ira-
nian production increases, oil prices are dropping again.

But investors are far from ebullient. Fears of China
and Greece continue to weigh, as does dollar strength, weak
energy capex, and the imminent interest rate cycle. Indi-
vidual investors remain highly skeptical. AAII bullishness,
though off its year-low 22.6% from the week of 7/2/15,
was only slightly better, at 27.9%, for the week of 7/9/15.

AAII’s long-term bullish average since 1987 is 38.8%.
And it’s summer. Between 1980 and 2014, the cu-

mulative return across the summer months of June, July,
August, and September has been an anemic 1.0% on aver-
age. Keep in mind, though, that summer performance in
2013 and 2014 was 3.1% and 3.2%, respectively – not a
blowout, but not dead money either.

If Greece really does resolve favorably, and if the
Chinese market stabilizes, and if Iran gradually beefs up
its oil exports, the world would be a much calmer place.
That is a lot of “if’s,” but getting even a few of them might
help settle the market mood.

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.

SELL HOLD BUY
0

100

200

300

400

500

600

700

800

900

1000

489

902

167

NONE

NONE


