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Key Observations and Implications 

 
 

1. 2017 Eurozone Votes Loom.  There are three key Eurozone elections in 2017: The Netherlands, France, and Germany.  Table 1 summarizes the 
elections, the issues, and several connected decision points.  These elections, like Brexit, go the core of the Euro and the Eurozone: Will the 28 
member Eurozone and common currency (the euro used by 19 of the 28 members) stay intact, or will it break up?  Greece is in a depression. 
Youth unemployment is devastatingly high in Greece, Italy, and Spain, and high overall in the Eurozone. Debt-to-GDP is very high in the south, 
yet many countries in the north are prospering with strong exports and stable fiscal regimes.  Add to this the Schengen-related immigration 
stresses, and the result is several populist country-specific political movements calling for an exit from the Eurozone.  
 

2. The Markets March Up and Volatility Remains Muted.   Equity markets around the world have steadily marched higher since the U.S. 
elections in November.  The MSCI All-Country World Index is up more than nine percent post-election (through March 3, 2017).  The VIX 
index, which measures the implied volatility of U.S. equity markets, remains at extremely low levels.  Until the March 1st increase of 1.37%, the 
S&P 500 Index had not moved more than one percent in either direction for 56 trading sessions.  The U.S. Bond market also remains calm, with 
the yield range of the 30-year Bond currently at near record lows.  At the same time, the use of the word “uncertain” in the FOMC minutes has  
been elevated post the U.S. election and into the Eurozone elections.  See Chart 1. 
 

3. The Fed. The markets fully expect that the FOMC will raise interest rates again on March 15.  The odds of a March rate hike shot up from under 
50% to 94% during the week of February 27.  This was the result of speeches by several Fed presidents, culminating in FOMC Chair Janet 
Yellen’s March 3 speech, in which she said: “At our meeting later this month, the committee will evaluate whether employment and inflation are 
continuing to evolve in line with our expectations, in which case a further adjustment of the federal funds rate would likely be appropriate."  See  
Chart 2.  Binary forecasts—Fed raises rates; Fed doesn’t raise rates--are notoriously unstable.  See Chart 3. 
 

4. Implications:  We have brought the duration of the fixed income portfolio neutral to its benchmark.  We will continue to monitor the economic 
and earnings data, the evolution of global political changes, and the combination of earnings growth and equity valuations.   
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Table 1: Euro Area Timeline 
Eurozone ETFs. Cinthia Murphy.   
ETF.com: http://www.etf.com/sections/features-and-news/busy-timeline-2017-Eurozone-etfs?nopaging=1 
February 27, 2017 
 
Dutch Elections On March 15 
The Netherlands are known for its liberal government. But this time around, it’s a far-right political party led by Geert Wilders that seems to be leading in the 
parliamentary race. The agenda is anti-immigration, and nationalist, according to news reports. It’s the type of leadership that fuels ideas of a possible Dutch break 
with the Eurozone. 

French Election On April 23 
France too has a populist candidate, Marine Le Pen, in the lead to replace President Francois Hollande, and one who’s fueling talks of a France break with the 
Eurozone. Two of the left-leaning candidates opposing Le Pen are now in talks to join forces in an effort to defeat her in the polls, according to news reports. The 
election should lead to a second round of voting in early May. 

Possible Italian Election This Summer 
Italy isn’t scheduled to have general elections again until May 2018. But last year’s resignation of Prime Minister Matteo Renzi following his defeat in a 
constitutional referendum could lead to an early vote sometime this year. Changes to the electoral law recently approved have left the door open for a 2017 
election. For now, Italy’s president Sergio Mattarella has nominated Paolo Gentiloni as prime minister. 

German Election On Oct. 22 
A populist group is challenging Angela Merkel to the post of chancellor. Germany has been a central player in the Eurozone, and the outcome of the election will 
be crucial to markets globally. There’s a growing anti-immigration, nationalist view also brewing in Germany. 

Brexit Implementation 
Following last year’s surprising British vote to leave the Eurozone, the British parliament is now faced with a Brexit bill detailing the actual plan to break with the 
Eurozone. According to news reports, the government is looking for a final bill approval by early March. 

Greek Debt Payment Due In July 
Greece has been at the epicenter of the Eurozone’s debt crisis since 2009. There’s a lot of water under this bridge in both political and economic fronts, but the 
bottom line is that Greece is still negotiating the terms of its bailout, as the country faces a looming payment due this summer. Lenders are said to be calling for 
more austerity measures in Greece. 
 

http://www.etf.com/sections/features-and-news/busy-timeline-2017-eurozone-etfs?nopaging=1
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Chart 1 
  
 

# of Times "Uncertain*" Found in FOMC Minutes Excluding any attached 
statements 
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Chart 2  
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Chart 3 
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