ECONOMICS: EUROPEAN PERSPECTIVES

GREECE REACHES THE LAST-CHANCE SALOON

+ Darren Williams, Senior European Economist—Global Economic Research, darren.williams@abglobal.com

Next week probably represents the last chance for the Greek gov-
ernment and its official creditors to reach an agreement and prevent
a default. If the negotiations fail, bankruptcy and capital controls are
likely to follow. This would not necessarily lead to euro-area exit, but
would certainly represent an important step in that direction.

As widely expected, the latest meeting of
euro-area finance ministers—the Euro-
group—ended without an agreement
between Greece and its official creditors.
The mood of the subsequent press
conference was somber, and hopes of a
deal to avoid Greece defaulting on a
payment to the International Monetary
Fund (IMF) on June 30 are fading fast.
Indeed, the head of the Eurogroup said
that the disbursement of funds before the
end of the month is now “unthinkable”.

That doesn’t quite mean Greece has
reached the end of the road. As German
Chancellor Angela Merkel said recently,
“where there’s a will there’s a way”. If an
agreement can be reached at an emergen-
cy European Union (EU) summit next
Monday, there are still ways to avoid an
immediate bankruptcy. But, for that to
happen, Greece will have to make new
concessions and, despite the high stakes
involved, has given no indication that it’s
willing to do so. Without Greek conces-
sions, Monday’s summit might be as much
about contingency planning as trying to
avoid a default.

There are various interpretations of the
Greek government’s negotiating strategy.

One is that it wants to take the negotia-
tions down to the wire in the hope that its
euro-area partners will “blink” and that it
will be able to secure the best deal
available (i.e. one that includes up-front
debt relief). The other possibility, and one
that we have long feared, is that the gaps
between the two sides are simply too big
to bridge.

It's hard to know which of these interpreta-
tions is correct. Based on developments so
far, there are few grounds for optimism.
But we also recognize that both sides have
a lot to lose and that the EU has a long
history of flexible deadlines and last-min-
ute compromises. One thing does seem
clear, though. Unless euro-area leaders are
willing to overrule their finance ministers
(and risk losing the IMF’s involvement in
the process), the main concessions will
have to come from Greece.

Point of No Return?

So what happens if Greece’s euro-area
partners don't blink and the Greek
government doesn’t back down?

In our view, it's then reasonable to assume
that Greece will default on the IMF at the
end of the month and exit its international

Display 1
Out of the Bank . . .

Greek Bank Deposits

240
220
200
180

160

Euros Billion

140

120

100

As of June 18, 2015

Latest data estimated using reported increase in
Greece's ELA ceiling.

Source: Bloomberg and Haver Analytics

Display 2
... And Under the Mattress

Greek Currency in Circulation

50
45
40
35

30

Euros Billion

25

20

As of April 30, 2015
Source: Haver Analytics



bailout at the same time (thus losing
potential access to €18 billion of undis-
bursed funding). It's also difficult to see
where the government would find the
funds to redeem a €3.5 billion bond, held

then to stem accelerating deposit/capital
flight).

This would be a catastrophic scenario for
the Greek economy, which would be
plunged into an even deeper recession,
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