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HINDSIGHT IS 20/20
 
“The greatest wealth is to live content  
 with little.”  - Plato

“This city is what it is because our citizens         
are what they are.”  - Plato

The last quarter was dominated by talks of interest rate hikes in 
the US, the introduction of the 487th republican nomination for 
president and the talks in the Eurozone regarding the problems 
in Greece.  Greece continues to be the weakest link in Europe’s 
common currency experiment of the Euro.  It continues to be 
less clear how a currency union that operates with members who 
significantly differ in their fiscal policies; i.e. tax structures and 
most importantly tax enforcement, and the absence of an elegant 
monetary policy; i.e. centralized banking system, can effectively 
operate.  

Greece and its implications to the world financial markets can at 
first appear complex and foreboding.  But like most things in life 
the worries specific to Greece are overblown.  Greece’s economy 
produces approximately $248 billion of good and services annual-
ly.  This is on a par with the state of Louisiana and approximately 
one-third the size of the state of Illinois.  In 2014, the nominal 
GDP of Europe was $18.5 trillion.  Greece represented less than 
1.5% of Europe’s economic output last year. 

The issue with Greece is their debt.  They owe approximately 
$540 billion to a variety of government and financial institutions 
throughout Europe.  This represents approximately 200% of their 
annual GDP.  We have mentioned in previous writings that when 
a country exceeds 80-90% debt to GDP it makes it very difficult 

to invest, grow capital and grow GDP in 
a country; thus making it difficult to pay 
back your debts.

Greece is in this position because of a 
large percentage of government workers 
and state-run enterprises.  This evolution 
took place as elected parties promised 
jobs, benefits and pensions to the employ-
ees for votes.  And as with most govern-
ment run enterprises, the finances were 
poorly managed, debt was used to finance 
their mistakes and now citizens and lend-
ers will be left to pay the price.

There are only three things an entity 
can do to correct the imbalances of over 
indebtedness.  Generally, it requires the 
first two in tandem.  And sometimes, 
help from the third.  The first is to work 
harder, smarter and more industrious thus 
making more money.  The second is to 
tighten your purse strings and spend less.  
The third is to seek relief or forgiveness of 
debt from your creditors.

Europe’s lenders to Greece are requesting 
a fair share of the items one and two from 
above.  This is referred to in the press as 
‘austerity measures’.  As of this writing the 
Greeks voted a referendum that essen-
tially told the rest of Europe we are not 
willing to make any more austerity conces-
sions.  The question simply remains do 
the other Euro members want Greece 
in their currency union and what price is 
everyone willing to pay?



Index Bond Description 2Q15 YTD
Russell 2000 Small US Stocks 0.42 4.75
S&P 500 Large US Stocks 0.28 1.23
MSCI EAFE International Stocks 0.62 5.52
Diversified EM Emerging Markets Stocks 0.65 1.79
Global High Yield Global Low Quality 1.28 1.94
Mortgage Backed Sec Mortgage Backed -0.55 0.75
Global Corporate Global Corporate -1.06 -1.92
Barclays Aggregate A Market Weighted Blend -1.68 -0.10
Municipal Intermediate-Term Municipals -1.00 0.01
Treasury US Treasuries -1.58 0.03
TIPS Treasury Inflation Protected -1.06 0.19
EM Debt Emerging Market Debt -0.10 -0.53
Global Sovereign Global Government Debt -1.61 -3.44

Source: Morningstar Advisor Workstation

“He is a wise man who invented beer.” Plato

Source: Morningstar Advisor Workstation

Five years ago these issues would have been more 
sensitive to the world’s markets.  However, with an 
improving global economy, and in particular an im-
proving Eurozone, the implications or contagion of a 
Greek exit from the Euro is less shocking.  However, 
what it should be is a continued reminder that debt is 
the undoing of many a government, corporation and 
individual household.  Debt is rarely the tool needed 
to fix a financial problem.  If you can’t pay your bills 
borrowing more money only increases your obligations 
and makes it that more difficult to pay them back.

The other lesson is that as a citizen of a city, state or 
country, you have an obligation to elect leaders who 
will make intelligent and sometimes difficult decisions 
to manage the finances of an entity.  And as citizens, we 
sometimes need to become more industrious or more 
frugal and make sacrifices in the short-term to assure 
the long-term stability of the place we live. 

The city of Chicago, the state of Illinois and our coun-
try are part of a global stigma of poor financial  
management.  Unions in government and state-run en-
tities all around us have produced financial results that  
mirror the results in Greece.   

 
“One of the penalties for refusing to 
participate in politics is that you end 
up being governed by your inferiors.”  
- Plato

Choose your debt and your leaders wisely!

The financial crisis brought to light the debt issues in 
the developed markets.  This has resulted in a slow 
and long run improvement in global finances.  Nothing 
on the horizon appears probable to add any speed or 
intensity to this recovery.  We are not economist and 
only offer this as intuition from a grassroots perspec-
tive.  

This long recovery has resulted in a long and slow melt 
up in asset prices across the global landscape.  This 
quarter’s results reflect that as asset class returns were 
negative to modestly positive for the quarter.  One 
bright spot continues to be foreign equity returns.  In 
spite of Greek issues in Europe, foreign stocks led 
broader US markets during the quarter.

Speculation of US interest rate increases weakened 
bond markets during the 2nd quarter.  Broadly speak-
ing, fixed income and yield investment had a tough 
quarter.  The benchmark Barclay’s Aggregate Bond 
Index was down 1.68% during the quarter.  The FTSE 
NAREIT Index (real estate investment trusts) was 
down -9.06%.  Yield chasing today may be analogous 
and as dangerous as dogs chasing cars down Lakeshore 
Drive at 4:30 in the afternoon.

“He is a wise man who 
invented beer.” - Plato



Views expressed in this newsletter are the current opinion of the author, but not 
necessarily those of Raymond James & Associates. The author’s opinions are subject 
to change without notice. Information contained in this report was received from 
sources believed to be reliable, but accuracy is not guaranteed. Past performance is not 
indicative of future results. This is not a recommendation or a solicitation to buy or sell 
any security.  Investments and strategies mentioned may not be suitable for all inves-
tors. Investing always involves risk and you may incur a profit or loss. No investment 
strategy can guarantee success. International investing involves additional risks such 
as currency fluctuations, differing financial accounting standards, and possible political 
and economic instability. These risks are greater in emerging markets. There is an 
inverse relationship between interest rate movements and bond prices. Generally, when 
interest rates rise, bond prices fall and when interest rates fall, bond prices rise.  Since 
past performance is no indication of future results, there are no guarantees as to future 
performance.  Past performance is provided for illustrative purposes only.

Diversification and strategic asset allocation do not ensure a profit or protect against a 
loss. Investments are subject to market risk, including possible loss of principal. Gross 
Domestic Product (GDP) is the annual market value of all goods and services produced 
domestically by the US. Alternative investment strategies involve greater risks and are 
only appropriate for the most sophisticated, knowledgeable and wealthiest of investors. 
High-yield bonds are not suitable for all investors.  When appropriate, these bonds 
should only comprise a modest portion of your portfolio.

The S&P 500 is an unmanaged index of 500 widely held stocks. The MSCI Emerging 
Markets Index is designed to measure equity market performance in global emerging 
markets. The Russell 2000 index is an unmanaged index of small cap securities which 
generally involve greater risks. Barclays Capital U.S. Aggregate Bond Index is made 
up of the Barclays Capital U.S. Government / Corporate Bond Index, Mortgage-Backed 
Securities Index, and Asset-Based Securities Index, including securities that are of 
investment grade quality or better, have at least one year to maturity, and have an 
outstanding par value of at least $100 million. The MSCI EAFE (Europe, Australia, and 

Far East) index is an unmanaged index that is generally considered representative of the 
international stock market. These international securities involve additional risks such 
as currency fluctuations, differing financial accounting standards, and possible political 
and economic instability. The Dow Jones-UBS Commodity Index aims to provide broadly 
diversified representation of commodity markets as an asset class.  It is not possible to 
invest directly in an index.  The Vanguard REIT Index is a real estate investment trust 
fund that offers investors wide exposure in the real estate sector at a low price.  The 
fund holds each of its stocks in approximately the same proportion as the weighting in 
the MSCI US REIT Index.  It is not possible to invest directly in an index.

The NASDAQ Composite Index is an unmanaged index of all stocks traded on the 
NASDAQ over-the-counter market. The Dow Jones Industrial Average is an unmanaged 
index of 30 widely held securities. 

The value of fixed income securities fluctuates and investors may receive more or less 
than their original investments if sold prior to maturity.  Bonds are subject to price 
change and availability.

This analysis does not include transaction costs and tax considerations.  If included 
these costs would reduce an investor’s return. As federal and state tax rules are sub-
ject to frequent changes, you should consult with a qualified tax advisor prior to making 
any investment decision. Raymond James does not provide legal or tax advice on these 
or any other transactions.

Certified Financial Planner Board of Standards Inc. owns the certification marks CFP®, 
CERTIFIED FINANCIAL PLANNER™ and federally registered CFP (with flame logo) in the 
U.S., which it awards to individuals who successfully complete CFP Board’s initial and 
ongoing certification requirements. 
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