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Asia bourses fall on dollar weakness

The risks of a referendum on Grexit

The likelihood of Greece holding a referendum is gaining ground. The issues at stake would not

only be the adjustment programme negotiated with the institutions formerly known as the

Troika, but also the country’s permanence in the eurozone. Although a referendum is not

without risks, it seems at this stage to be in the interests of most parties.

It is in the interest of Greece’s government, and in particular the prime minister, Alexis Tsipras,

as a way of containing the extremes of his coalition, from the most ardent radicals of Syriza to

the Independent Greeks led by defence minister Panos Kammenos. Both are very reluctant to

reach an agreement with the other eurozone countries and are even willing to accept as a

consequence an exit from the euro. By holding a referendum, the desire of the population

expressed so far to remain in the single currency would prevail over party differences. The

alternative would be to call for elections again but this could lead to a split in Syriza — which won power only in the January snap

election — and provide further gains for Golden Dawn, currently running third in the polls.

A referendum could also be in the interests of the other European nations, partly for the same reasons. Furthermore, those that are

reluctant to provide additional aid to Greece do not want to appear to be pushing the country out of the euro; if the Greek people

ultimately want to leave, they should take responsibility for doing so. A referendum would be the best way to obtain a clear answer. If

they voted instead for staying in the euro, no party would in future have an excuse for departing from the agreed programme.

The risk of contagion, which was the main reason why eurozone leaders denied George Papandreu the possibility of holding a similar

referendum in December 2011 when he was Greece’s prime minister, is considered to be contained, and the European Central Bank

would probably have full political backing for doing whatever it takes to hold the system together in case of crisis.

A key issue is when to hold such a referendum. Both the Greek and other eurozone authorities seem interested in not hurrying things.

The government has to show its voters that all efforts have been made to keep at least some of the election promises, while negotiating

the best deal possible. The partner countries may have some interest in letting Greek voters’ initial enthusiasm for the Syriza platform

fade away, and giving them time to appreciate the dangers of leaving the single currency. The convergence of interests between the

Greek and other governments may explain why the negotiations are taking so much time, and the deadline is constantly postponed.

This strategy may fail to take into consideration a few critical aspects. First, the longer it takes to reach an agreement, the higher the

uncertainty and, as a consequence, the greater the negative effects on economic activity and employment; the first quarter data show

that the country is back into recession and growth forecasts have been substantially revised downwards for this year. Second, a call for a

referendum would probably accelerate the withdrawal of bank deposits, out of fear of an outcome that would lead to an exit. Capital

controls would probably have to be implemented, with further negative repercussions on the economic and political environment.

Finally, experience shows that voters in a referendum take into considerations many issues, often unrelated to the key question at stake.

Politicians’ move to submit key decisions to a referendum is often considered as an extreme act of democracy. In certain circumstances,

it mainly reveals their weakness.

Lorenzo Bini Smaghi is a former member of the executive board of the European Central Bank and currently visiting scholar at

Harvard’s Weatherhead Center for International Affairs and at the Istituto Affari Internazionali in Rome
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