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Tsipras is running out of time

Most observers and financial analysts expect that in the end, after lengthy negotiations, the

newly elected Greek government and the eurozone will find a compromise agreement that will

avoid Grexit and provide some budgetary relief to Greece.

Yet such an optimistic scenario seems to be fading as post-election developments unfold. Two

aspects are particularly noteworthy.

The first is the reaction of financial markets. While the Athens stock market plunged and the

spread on Greek government bonds jumped in the immediate aftermath of the election, other

European markets have remained relatively stable, and contagion so far has been subdued. The

impact of the European Central Bank’s announcement that it will start quantitative easing in

March, and the consequent search for yield, has overshadowed nervousness about the bad news

that might arise from a new debt restructuring in Greece, or a Greek exit.

As long as this trend continues, the likelihood of arriving at a compromise agreement may be reduced, for there is very little pressure for

other eurozone countries to make concessions to Greece that would substantially depart from the agreed adjustment programme. At the

same time, the Greek government can gain little leverage by raising the spectre of a Greek exit, and its potential costs for the rest of the

eurozone, if the threat of contagion seems remote. From this point of view the situation is very different from previous negotiations, in

particular in 2011.

The second factor is the outflow of deposits from Greek banks. The pace of fund withdrawals by Greek residents accelerated from

around €3bn in December 2014 to €20bn in January, with no sign of slowing after the election. Greek banks’ requests for ELA

(Emergency Lending Assistance) have increased from €11bn to €57bn. Such lending is approved by the ECB, month after month,

conditional on banks’ solvency and on the adherence of the country to the adjustment program. This includes in particular the

recapitalisation of the Greek banking system, a policy which now seems to be being questioned by the new government, who would like

to use the funds set aside for this purpose to finance an increase in current expenditure.

Any interruption or deviation from the programme would inevitably force the ECB to deny ELA, as has happened in other cases. This

would prevent Greek banks from satisfying their clients’ request for cash. It would then force the Greek authorities to set limits on the

amount of cash that depositors can withdraw every day, echoing what happened in Cyprus in 2013. The expectation that this could

eventually happen can become self-fulfilling, leading to an acceleration of currency withdrawal even before the measure is imposed in

Greece. The collapse of banks’ share prices in the Athens stock exchange suggests that financial markets are already contemplating such

a scenario.

The best way to avoid this slippery slope would be for the Greek government to rapidly reach an agreement with the other eurozone

countries. Being hasty would of course weaken their negotiating position. But waiting may lead to an even worse result. In the

meantime the increased uncertainty is likely to halt any prospect for a pick-up in investments (who would want to invest in a country

that may change currency in a short time?) and a gradual economic recovery.

Greek citizens are asking the new government for a change, but not one that would jeopardise the small amount of savings they have

left. That may sound contradictory, but is in fact quite rational. It is up to Alexis Tsipras’s government to get the message. Time is

playing against him.
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