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Watch the poised European Blue Chips
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— Watch the poised European Blue Chips

FUNDAMENTALS:

As optimism over the ECB’s QE program peaked in early April and anxiety emerged
about a potential Greek exit from he Euro and default, the DJEUROSTOXX50 suffered
a significant correction.

Although it is one of the smaller Euro zone economies, a Greek exit and default would

still have been bad news with the impact felt beyond Greek boarders. Especially since,
UPDATE once they were outside the Euro, Greek Banks would no longer enjoy the support and
protection of the ECB and could have gone bust.
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However, given the seriousness of the situation, equity markets were never in free-fall.
This was probably a because traders assumed that somehow a last minute deal would
be brokered to:

1. Keep Greece in the Euro, and
2. Avoid a Greek default and potential bankruptcy.

The EU has a long history of agreeing last-minute deals. This time too, sentiment leans
towards the EU achieving a deal as politics outweighs economics. The Euro zone was
always a political construct since on pure economic grounds a large number of the
countries using the Euro were never ready for the straightjacket of a one size fits all
monetary and exchange rate policy.

But after weeks of prevarication, the Greek Government presented its creditors with a
last minute proposal on Sunday, ahead of an important Euro zone summit. They hoped
to offer just enough to live up to the promises made to their electorate when elected to
power, while satisfying the demands of their creditors.
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FUNDAMENTALS: conTinuED

The impact of this was seen most clearly in equity markets: first in Asia and then in Europe as
markets opened there. Clearly the message is a Greek deal is bullish for stocks.

But is a failure to agree terms Bearish for stocks?

In the Short and medium term, yes. If Greece fails to offer what her creditors want then no more
rescue money will be paid, and an IMF loan repayment would be missed and Greece declared in
default, a Euro zone exit would result.

The follow-on from that would be bankruptcy since Greece would be unable to raise funds in the
market and neither would her Banks. Clearly a serious conclusion given the interwoven
relationships in global markets.

Today the news is that the Greeks are still not offering enough and her creditors are likely to
issue an ultimatum. The market has paused, but not sold off on that news. Traders still expect a
compromise to be found, but we judge the position remains too close to call.

Our instinct is that politics will prevail over economics and a deal will be done, if only to keep the
integrity of the Euro, since when launched it was meant to be forever with no going back to
national currencies. Clearly if Greece is forced out then the question arises: who is next?

What then for the DJ EUROSTOXX? We judge the market’s recent price action has shown itself
to be fundamentally bullish and if a deal is done this market looks set to rally. Hard.
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The material and information set out in this research is not intended to be a quote of an offer
to buy or sell any financial products. Any expression of opinion is based on sources believed
to be reasonably reliable but is not guaranteed as to accuracy or completeness.

The material and information herein is general and for informational purposes only. Although
Seven Days Ahead endeavours to provide useful information they make no guarantee as to
the accuracy or reliability of the research.

The derivative market comprises volatility and considerable risks. To the maximum extent
permitted by law no responsibility or liability can be accepted by Seven Days Ahead, any
company or employee within its group for any action taken as a result of the information
contained in this presentation. You are requested not to rely on any representation in this
research and to seek specific advice from your accountant, legal adviser or financial services
adviser when dealing with specific circumstances.

Seven Days Ahead is regulated by the UK Financial Conduct Authority.
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