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The victory of the Syriza party in Greece removed one market uncertainty, but created

many others. Three professionals from Templeton Global Equity Group™, Norm Boersma,
Cindy Sweeting and Heather Arnold, offer some of their initial thoughts on whether the

new government can reach a compromise with creditors and still remain in the eurozone.

What Happened?



Against a backdrop of growing dissatisfaction with Greece’s bailout terms [imposed by the
“troika” of lenders comprised of the European Commission, European Central Bank (ECB)
and International Monetary Fund], the country’s parliament failed to decisively elect a
president in December 2014, resulting in the dissolution of the parliament and the calling

of new elections for January 25, 2015.

As expected, Greece’s leftist anti-austerity party, Syriza, garnered the most votes in the
recent election, though the magnitude of its plurality exceeded market expectations.
Shortly thereafter, Syriza announced a coalition with the far-right, anti-austerity
Independent Greeks party, a disappointing development given the market’s preference for

a centrist coalition partner that might temper Syriza’s more strident demands.

The current scenario raises two key questions for global equity investors. First, can a
coalition that has renounced the terms of the troika bailout and promised its electorate
what are likely to be unaffordable social programs reach a compromise with its creditors
that keeps aid flowing and allows Greece to remain in the European Monetary Union? And
second, if not, what could be the implications of a Greek exit (“Grexit”) on European

financial markets and global equities more broadly?
What Could Happen?

Overall, the election outcome was worse than expected, and the current government now
has a mandate to take a harder line with its troika creditors. However, Syriza insists that it
does not want Greece to leave the eurozone and, according to polls, the majority of the

Greek population agrees.

While we do not know how this situation will ultimately play out, we would note that
interests seem to be aligned to find a solution. As part of an imaginable compromise, the
troika could offer modest debt restructuring and austerity reduction, while Greece’s new

government could temper demands for debt haircuts and aggressive spending hikes.

In the coming days, we could see the troika extend the timeline for its scheduled review of
Greece’s bailout program, though we would be surprised if Greece’s creditors offered any
fresh money until the new government makes clear its intentions vis-a-vis the country’s

existing debt obligations. The relative bargaining positions seem to favor the troika, in our



opinion. Greece’s funding requirements in 2015-2016 are expected to be significant, and
its banks depend on the ECB for favorable funding arrangements. As capital outflows
accelerate and mounting economic uncertainty pressures tax revenues, the Greek
government is likely to be unable to roll over its debt or fund promised social programs

without troika support.

While we believe that odds favor a compromise, we also realize that history is full of
unexpected outcomes. Syriza is a true left-wing party, the likes of which has not governed
a major European country in many years, and the possibility remains that its newly
emboldened leadership could insist on demands (under the threat of debt non-payment)

that are simply unacceptable to troika leadership and the broader German electorate.
What Does It Mean for Templeton Portfolios?

As of December 31, 2014, only one of our portfolio strategies had a small portion of its
assets with direct exposure to Greece. While our sizable eurozone investments could
potentially suffer should Greek instability inflict contagion on other regional economies and

markets, we believe the bloc’s strengthened firewalls make this outcome less likely.

The formation of the European Stability Mechanism (ESM)! and regional banking union,
coupled with the introduction of policy tools like Outright Monetary Transactions? and
sovereign bond purchases through quantitative easing, should make Europe far more
resistant to contagion than it was during the initial phases of the regional sovereign debt

crisis, in our view.

Greece represents less than 2% of eurozone gross domestic product,3 and Greek assets
have largely been divested from eurozone bank balance sheets, further suggesting that
any potential impairment to the wider region could remain limited. The market seemed to
acknowledge this on the Monday following the election, responding to the disappointing
election news with equanimity. Therefore, aside from near-term impacts to market
confidence, we do not expect to suffer a meaningfully negative lasting effect from current

events in Greece over our investment horizon.
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The comments, opinions and analyses are the personal views expressed by the investment
managers and are intended to be for informational purposes and general interest only and
should not be construed as individual investment advice or a recommendation or
solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not
constitute legal or tax advice. The information provided in this material is rendered as at
publication date and may change without notice, and it is not intended as a complete

analysis of every material fact regarding any country, region, market or investment,
This information is intended for US residents only.

To get insights from Franklin Templeton delivered to your inbox, subscribe to the Beyond

Bulls & Bears blog.
For timely investing tidbits, follow us on Twitter @FTI_US and on LinkedIn.
What Are the Risks?

All investments involve risks, including possible loss of principal. Special risks are
associated with foreign investing, including currency fluctuations, economic instability and
political developments; investments in emerging markets involve heightened risks related

to the same factors.

CFA® and Chartered Financial Analyst® are trademarks owned by CFA Institute.

1. Established in February 2012, the European Stability Mechanism is the permanent crisis
resolution mechanism for the countries of the euro area. The ESM issues debt instruments
in order to finance loans and other forms of financial assistance to euro area member

states.

2. Outright Monetary Transactions are a bond-buying program announced in September
2012 in which the ECB would offer to purchase eurozone countries’ short-term bonds in the
secondary market to bring down the market interest rates faced by countries subject to

speculation that they might leave the euro.
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3. Source: Eurostat. Based on estimated Q3 2014 gross domestic product data in current

prices. Data as of January 22, 2015.
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Important Legal Information
FINRA's BrokerCheck
You can check the background of your investment professional on FINRA’s BrokerCheck.

Links can take you to third party sites/media, directly or through new browser windows. We
urge you to review the privacy, security, terms of use, and other policies of each site you visit.
You use any third-party site, software, and materials at your own risk. Franklin Templeton does
not control, adopt, endorse or accept responsibility for content, tools, products, or services
(including any software, links, advertising, opinions or comments) available on or through third
party sites or software.

Franklin Templeton welcomes your feedback on this blog. To keep the conversation respectful
and focused, please follow our current Commenting Guidelines. We review comments and
reserve the right to block any comment or commenter, including those that we may deem
inappropriate or offensive. We may block any comment or commenter whose posts include
investment testimonials, advice, or recommendations, or advertisements for products or
services, or other promotional content.

Questions or comments about your Franklin Templeton account or customer-service issues?
Please contact us directly but never include account or personal financial information in your
comments.

The comments, opinions and analyses are the personal views expressed by the investment
manager and are intended to be for informational purposes and general interest only and
should not be construed as individual investment advice or a recommendation or solicitation
to buy, sell or hold any security or to adopt any investment strategy. It does not constitute
legal or tax advice. The information provided in this material is rendered as at publication date
and may change without notice and it is not intended as a complete analysis of every material
fact regarding any country, region, market or investment.

All investments involve risk, including possible loss of principal.

Investors should carefully consider a fund’s investment goals, risks, charges and expenses
before investing. To obtain a summary prospectus and/or prospectus, which contains this and
other information, talk to your financial advisor, call us at (800) DIAL BEN/342-5236 or visit
franklintempleton.com. Please carefully read a prospectus before you invest or send money.

Data from third party sources may have been used in the preparation of this material and
Franklin Templeton Investments (“FTI”) has not independently verified, validated or audited
such data. FTI accepts no liability whatsoever for any loss arising from use of this information
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and reliance upon the comments, opinions and analyses in the material is at the sole
discretion of the user.
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