
B U S I N E S S
SATURDAY, JUNE 27, 2015

NEW YORK: The prospect of Greece defaulting on its debt
has long been viewed as the recipe for a global stock mar-
ket disaster. Yet some fund managers are prospering by
ignoring the risks of another financial crisis and moving
more money into European stocks. Brian Burrell, co-port-
folio manager of the $11.5 billion Thornburg International
Value fund, increased the percentage of European stocks
such as French materials maker Compagnie de Saint-
Gobain and French construction company Vinci in his
portfolio by 10 percentage points since the end of 2014,
making European stocks 65 percent of his total assets.

Now, he’s reaping the rewards: with broad European
stock markets up by 15 percent or more for the year to
date, his fund is up 17.1 percent over the same time, a
performance that ranks among the best international
funds and leaves the 2.5 percent gain in US stocks far
behind. At a time when the average international fund
tracked by Lipper has dropped its holdings of European
stocks by 1 percentage point, to an average of 43 percent,
fund managers like Burrell that went the other way are
outperforming.

Now, with Greece and the so-called “Troika” of primary
creditors - the European Commission, the European
Central Bank and the International Monetary Fund - once
again at an impasse, several of these fund managers say
that they are ready to double down on European stocks
should the market start to sell-off if Greece does indeed
default. “People are starting to react to headlines, and
that’s when we start buying,” said Michael Testorf, a co-
portfolio manager of the $53.8 million RSQ International
Equity fund.

Reasons for Bullishness
Chief among their reasons for bullishness: the convic-

tion that Greece’s debt standoff, now drawn out for four
years, has given Europe’s financial system enough time to
prepare, preventing the sort of panic that sent stocks
tumbling in 2008 when Lehman Brothers fell. At the same
time, the European Central Bank has expanded its quanti-
tative easing program to lower interest rates, helping spur
economic growth and leading to an 11 percent drop in
the euro against the dollar in the first quarter.

Combined with lower oil prices, the ECB now expects
eurozone GDP to grow by 1.5 percentage points in 2015
and 1.9 percentage points in 2016. The eurozone econo-
my rose by an annual rate of 1 percent in the most recent
quarter. To be sure, the significant decline in the value of
the euro has eaten into the returns for some dollar-based
investors.  Burrell, the Thornburg fund manager, said that
his portfolio had partial currency hedges in place during
the early part of the first quarter, but that the fund no
longer has currency hedges in place after the euro’s
decline.

Testorf, whose fund has been trimming its holdings of

Japanese stocks to have cash available to buy European
stocks on declines, is planning on increasing his holdings
of Italian banks such as Intesa Sanpaolo and Banca
Popolare di Milano in the event of a selloff. Both compa-
nies should benefit from increased consolidation in the
Italian banking sector over the next 12 months, he said,
which will give the companies more pricing power.
“We’ve been long-term believers in the repair of Europe,
and you’re starting to see it in the economic numbers.
We are confident that you’re going to see GDP growth of
over 2 percent in the eurozone by 2016,” he said. A Greek
default would also likely lead to an immediate recession

in the country, muting the appeal of anti-austerity move-
ments in Spain and Italy, he added.

Not all fund managers that have benefited from
Europe’s stock rally are as optimistic, however. Michael
Allison, a co-portfolio manager of the $423 million Eaton
Vance Global Dividend fund, increased his stake in
European stocks by 64 percent between the end of 2014
and April.  Yet much of that move was timed to capture
annual dividend payments, and not indicative of his
long-term outlook for Europe, he said, adding that the
fund has since sold some of its European holdings. “With
Greece, who knows what could happen. You could have

a very unpleasant outcome for investors, and we don’t
try to position ourselves with macro outcomes in mind,”
he said.

Burrell, the Thornburg fund manager, said that he is
not overly concerned that a Greek default would affect
his holdings in companies such as wealth manager UBS
or Telecom Italia. Instead, he’s looking for signs that the
European economy is truly improving before he decides
to significantly increase his positions from here. “We’re in
the phase where need to see fundamental growth kick
in. If that happens, then these stocks are still quite com-
pelling valuation-wise,” he said. — Reuters 

Unfazed by Greece, some fund managers stay bullish on Europe

LONDON: Oil prices fell yesterday as
investors  awaited the outcome of
Iranian nuclear talks which could lead
to a  big  increase in  I ranian crude
exports at a time when the market is
already over-supplied. Dealers also
kept an eye on negotiations to try to
avert a Greek debt default and avoid
Greece’s exit from the euro. A Greek
default would be likely to strengthen
the dollar against the euro, providing
headwinds for oil and other commodi-
ties priced in dollars, economists say.

Brent crude for August was down 50
cents at $62.70 a barrel by 1345 GMT
af ter  ending the previous  sess ion
down 29 cents. US crude was down 70
cents at $59.00 a barrel after finishing
Thursday down 57 cents. Analysts and
traders said the market was being
pressured by a mix of bearish factors,
including the possibility that Iran may
strike a deal with Western powers to
end economic sanctions.  A resump-
tion of Iranian crude exports would
exacerbate a global over-supply.

“A significant amount of unneeded
oil will flow into the global markets in
a relatively short time frame as Iran
has a large volume of oil  sitting in

floating storage that is likely to hit the
market very quickly,” said Dominick
Chirichella of the Energy Management
Institute. Ole Hansen, senior commodi-
ty strategist at Saxo Bank, suggested
such a deal could push the market
down 5-10 percent.

A glut of unsold North Sea and West
African barrels in the Atlantic Basin is
weighing on Brent, with the physical
market struggling to find homes for
crude that loaded on to tankers weeks
ago. North Sea Forties crude fell to its
lowest level since the 2008 financial
crisis on Thursday. “ There’s a lot of
crude oi l  that ’s  t r y ing to  f ind a
home...That limits the potential for a
crude oil rally and puts pressure on the
price,” said Olivier Jakob, managing
director of Petromatrix.

A n a l y s t s  s a i d  t h e  U S  p r o d u c t s
market was also weak. US gasoline
stocks unexpectedly built last week.
“The market is in trouble again. Two
of the f ive (major oil  futures)  con-
tracts are below key supports,  and
o n e  o f  t h e m  i s  R B O B  ( g a s o l i n e )
which is not a good sign,” said Robin
Bieber, a technical analyst at PVM Oil
Associates. —Reuters 

LONDON: Gold edged off two-week
lows yesterday on caution ahead of
crunch talks on Greece this week-
end, although concerns over the
longer-term outlook for the metal
in an environment of rising interest
rates capped gains. Greece failed
again to clinch a deal with its inter-
national creditors on Thursday, set-
t ing up a  last- ditch ef for t  on
Saturday either to avert a default
next week or start preparing to pro-
tect the euro zone from financial
market turmoil.

Spot gold was up 0.1 percent at
$1,173.90 an ounce at 1142 GMT,
while U.S. gold futures for August
delivery were up $1.40 an ounce at
$1,173.20. Spot gold earlier fell to
$1,169.98, its lowest since June 8.
“Gold for  the moment seems to
have found a bit of a floor, and that
seems to have given confidence to
buyers,” Societe Generale analyst
Robin Bhar said. “We’re all watching
Greece. If there is an agreement,
gold should give up these modest
gains.”

Gold also drew support from a
r ise  in  holdings of  gold-backed
exchange-traded funds, which issue
securities backed by physical metal,
this week after outflows earlier this
year. Holdings of the biggest gold
E TF,  SPDR Gold Shares,  rose 6 .9
tonnes on Thursday, their biggest
one - day increase s ince Feb 2 .

Global stocks fell on Friday as equi-
ty investors sought to cut exposure
to risk after Greece and its creditors
again failed to resolve their differ-
ences.

Expectations that the Federal
Reserve is set to increase interest
rates for the first time in nearly a
decade, boosting the opportunity
cost of holding non-yielding bul-
lion, have pressured gold this year,
keeping it in a narrow range. Gold
has held largely between $1,160
and $1,230 since mid-March, strug-
gling to break higher despite an
ostensibly bullish rise in tensions
over Greece.

S i lver  was  l i t t le  changed at
$15.83 an ounce,  having brief ly
touched a  three -month low of
$15.50. Spot platinum was down
0.2 percent at $1,078.65 an ounce,
while spot palladium was down 0.1
percent  at  $677.32  an  ounce.
Palladium fell to a near two-year
low on Thursday,  post ing i ts
b iggest  one - day  drop s ince
S eptember,  on  concerns  that
demand is  not  r i s ing quick ly
enough to offset plentiful supply.
“While short-term moves are driven
by many fac tors  and the  meta l
faces a number of challenges, we
think the underlying weakness is
due to a sharp slowdown in global
auto sales growth,” Macquarie said
in a note. — Reuters 

ATHENS: An elderly woman walks in a green market yesterday. — AFP 

HANGZHOU: An investor walks by the screen displaying stock prices at a brokerage house in eastern China’s Zhejiang province yesterday. — AFP 

European stocks sag before 
crunch weekend for Greece

China shares sink as economy falters
LONDON: European stocks fell yesterday as
investors sought to cut exposure to risk after
Greece and its creditors again failed to resolve
their differences, paving the way for a last-ditch
effort today to avert a default. Currency and bond
markets took a more cautious stance, driven by
expectations that negotiators could still “pull a
rabbit out of the hat”, as one strategist put it,
before a Tuesday deadline when Athens has to
repay 1.6 bill ion euros ($1.8 bill ion) to the
International Monetary Fund.

US stocks were set to open tentatively higher
after the underperformance in Europe and an ear-
lier slump across Asian bourses. Greek prime min-
ister Alexis Tsipras expressed his government’s
frustrations with creditors’ demands for austerity
to French and German counterparts on Friday, evi-
dence of the gulf that needs to be closed in week-
end talks. “Little appears to have come of this
meeting beyond the usual disagreements and
warnings, leaving the chances of a deal hanging
on the success of today’s ‘decisive’ Eurogroup
meeting,” said Spreadex analyst Connor Campbell.

If default cannot be averted, participants at
today’s meeting are expected to start preparing a
“Plan B” to protect the euro zone from financial
market turmoil. The pan-European FTSEurofirst
300 index was down 0.3 percent at 1,568.81
points by 1100 GMT. The MSCI index of world
shares fell for a third day, down 0.2 percent at
433.35 points. In currency markets, where the
impact of news on Greece has been less clear, the
euro trod water at $1.1205, stuck within a tight
$1.1150-$1.1250 range for a third session.

Ten-year Bund yields, which set the standard
for euro zone borrowing costs, were also broadly
flat at 0.87 percent. Yields on lower-rated euro
zone bonds in Italy, Spain and Portugal, the three
countries seen most vulnerable to spillovers from
the Greek crisis, were also stable. “The market still
thinks either the EU or Greece are going to pull a
rabbit out of the hat at the last minute,” said Nick
Stamenkovic, bond strategist at RIA Capital
Markets. “Don’t underestimate the Europeans.

Europe has always surprised and the market
thinks it’s going to do it again.”

Shanghai Slide
Earlier, Chinese stocks, which often march to

their own drum beat, were knocked down as
investors stampeded out of a market which has
had an eight-month-long bull run. The CSI300
index of the largest listed companies in Shanghai
and Shenzhen fell 7.9 percent - the biggest drop
in seven years - while the Shanghai Composite
Index skidded 7.4 percent. Further falls in China
stocks “will send ripples throughout Asian mar-
kets,” investment advisor Rivkin said in a note.

Anxiety about Greece pressured shares else-

where in Asia.  MSCI’s broadest index of Asia-
Pacific shares outside Japan closed down over 1
percent, recording its sixth week of losses. Japan’s
Nikkei ended down 0.3 percent. Despite house-
hold spending rising more than expected, infla-
tion has remained flat, keeping alive expectations
for more central bank stimulus later this year.

In commodities trading, Brent crude edged
down 0.1 percent to $63.13 a barrel while US
crude eased, with both stuck in tight ranges as
investors focused on Greece. “ Traders and
investors are very much on tenterhooks on the
outcome (of talks on Greece),” said Ben Le
Brun, market analyst at OptionsXpress in
Sydney.— Reuters 

Oil falls as market eyes 
Iran and Greece talks

Gold edges up ahead
of Greek debt talks

SEOUL: A vendor waits for customers inside her shop. South Korea on June 25 announced a
$14 billion stimulus package to boost its troubled economy, hammered by the deadly MERS
outbreak which has dented consumer spending and business sentiment.  — AFP 


