
 

 

 

 

Market Update – May 2012 
 
The political impasse in Greece has rocked the global financial markets again in recent weeks and 

cast uncertainties over the future of the Euro area and the monetary union.   

 

Over the past two years, Greece has repeatedly stated its intention of wanting to stay in the Euro 

area. But at the same time, it has systematically watered down the adjustment requests and 

deliberately postponed the adjustments. The latest election result has again indicated that Greeks 

have strong reluctance to continue the current drastic austerity measures. The austerity measures 

are imposed in exchange for the aid from the European Union, European Central Bank (ECB) and 

International Monetary Fund (IMF). With no political parties able to unite force with others to 

form a coalition government, a re-election has to be held.  A care-taker government was sworn in 

on 17 May 2012 until the re-election, likely to be on 17 June 2012, is over.  In the mean time 

capital flight from Greece continues.   

 

The market is clouded with uncertainties on the future of not just Greece but the entire Euro area.  

A Greece exit from the monetary union was seen as an absurdity as the break-up cost is way too 

high.  But now it is seen as a high probability scenario that politicians, central banks, financial 

markets and corporate treasuries round the globe cannot ignore.  

 

To put things in perspective, the weight of the Greek GDP is only about 2.0%
1
 of the Euro area’s 

GDP.  If Greece were to exit the monetary union and default on its debt, it would potentially cost 

European tax payers about €225 bn
2
.  This can be absorbed by the Euro area although it is painful.  

The pain to Greece is much bigger in comparison.  Greek Drachma may fall by 40% to 50% or 

even more.  Its GDP could fall easily by 20% or so.   

 

Nevertheless, the wider concern remains the domino knock-on effects in other peripheral 

countries, resulting in potential bank-runs in countries such as Ireland, Portugal, Spain and Italy, 

further widening of sovereign spreads and risks to the global economy.   

 

We expect further monetary policy to kick in if the situation were to worsen further.  Significant 

measures are required to establish fiscal sustainability over the medium.  Recent elections have 

shown a popular swing against austerity measures and the Euro area is reconsidering how to 

achieve a suitable balance between austerity and growth 

 

The probability of Greece leaving the monetary union has risen significantly.  With negative 

impact from Greece’s departure being significant, G8 has strongly urged Greece to stay in the 

Euro zone. Germany, the main driver of austerity push, will be pressured further to soften its 

stance.  Eventually Germany will have to give in.   

 

On a more encouraging note, growth in the US continues.  For example, industrial production rose 

1.1% in April, the biggest gain since December 2010.  The gain in April was above expectations 

and was strong across the broad.  While the pace of recovery remains weak, unemployment rate 

has fallen from a high of 10% to 8.1% as of April 2012.   

 

Given the European uncertainties, risky assets including equities are expected to come under 

pressure and government bonds will be well bided.  We are underweight equities currently.   

Nevertheless, the fundamentals in Singapore have remained strong.  Historical records have 
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shown that the Singapore stock market emerged strongly after each crisis, eg, Asian currency 

crisis, burst of Nasdaq bubble, SARS, and Lehman Brothers crisis.  Therefore, investors should 

expect volatility in the coming months but take comfort in the strong long term fundamentals of 

the Singapore economy and stock market.   
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Important Information 

 
The information set out herein is provided for the exclusive use of the recipient. Distribution to other parties 

requires prior written approval from Manulife Asset Management (Singapore) Pte. Ltd. (Company 

Registration No. 200709952G). 

 
The information and views expressed herein are those of Manulife Asset Management (Singapore) Pte. Ltd. and its 

affiliates (“Manulife”) and are subject to change based on market and other conditions.  Manulife expressly disclaims 

any responsibility for the accuracy and completeness of, and the requirement to update, such information.  Any 

opinion, management forecast or estimate contained herein is based on information available as at the date of 

circulation and is subject to changes at any time without notice.   Opinions, forecasts and estimates, as well as the 

information contained herein relating to any historical performance are for information only and are not indicative of 

the future or likely performance.   

 

The information set out herein has been provided for general informational purposes only.  Nothing herein constitutes 

or should be construed to constitute any (i) offer, advice, invitation or solicitation from Manulife to buy or sell any 

investments, securities or other financial products, (ii) invitation or inducement to engage in investment activities or 

financial promotions of any kind or (iii) investment advice or recommendation. 

 

 

 


