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Greek election: the reality shock ahead    
   

● In a victory of anger over fear, of make-believe over reason, Greece has voted 
decisively for a populist insurgent who has made three impossible promises to 
his country in one campaign. Greece and its new prime minister, Alexis Tsipras, 
are in for a reality shock soon.  

● The first signs are not encouraging. According to Greek media reports, Tsipras 
has chosen the right-wing anti-troika populists of ANEL as his coalition partner 
instead of the staunchly pro-European Potami. This increases the risk of a head-
on collision with the international creditors. The tail risk that Greece, after such a 
confrontation, chooses to print the money it does not have and cannot borrow 
and hence leaves the euro has risen from 30% to 35%. 

● Europe will try to soften the reality shock at the edges, offering Tsipras time to 
come to terms with reality and some face-saving compromises. But while 
delaying the final programme review from end-February to – probably – mid-
2015, Europe will not yet offer the extra money Greece needs as its tax basis 
crumbles amid protracted uncertainty. Europe cannot and will not spare Tsipras 
the need to first accept reality: you cannot spend money you do not have, you 
cannot renege on your contract with your creditors and expect them to 
simultaneously grant you a big new loan, and you cannot boost growth by scaring 
businesses away and making your labour market more rigid. 

● Syriza could be in for a reality shock when it realises it has the choice between 
continuing, by and large, the policies of the old government which have started to 
bear fruit in 2014, or running out of money within months. Vicious circles can 
start fast. The Achilles heel is the need of the banking system for a backstop.  

● Kirchner or Lula? Will Tsipras stick to impossible campaign promises and ruin 
his country, just like Kirchner did in Argentina, or turn into a centre-left reformer, 
as the erstwhile Brazilian left-wing firebrand Lula. We expect pragmatism to 
prevail. But it will not come easy to a collection of inexperienced left-wingers.  

● Europe has a strong interest in keeping Greece in the euro. It will offer Tsipras 
time and face-saving compromises and let the ECB keep the Greek banks afloat in 
the meantime. If Greece honours its obligations versus its creditors and negotiates 
in good faith, the successor to the current support programme could come with 
much less onerous strings attached than the previous deals. But we do not believe 
that Europe would finance a Greece that reverses the reforms and chooses to 
return to the unaffordable policies that got it into its troubles in the first place. 

● Europe could contain the fall-out from a potential Greek accident. Spain, 
Portugal and Ireland will continue their impressive renaissance even if Greece hits 
the rocks. Tsipras will find few European allies for his demands. And the tough 
choices he will face make it unlikely that the boost to populism will last.  

● Scenario 1: Tsipras turns half-Lula soon, concluding the final review with the 
troika of official lenders and securing new funding in return for staying the 
course of reforms. All would end well after some hiccups. Populists may lose their 
allure across Europe if Syriza bows to reality. Probability: 45% (was 50%). 

● Scenario 2: The reality shock tears Syriza asunder within six months as its 
factions cannot agree whether to ditch the euro or their economic policies; new 
elections usher in a more moderate government. Greece recovers after some 
troubles. Probability: 15% (was 10%). 

● Scenario 3: Greece defaults within the euro, loses access to finance and is forced 
to balance its budget ever thereafter. Serious recession. Probability: 5% (was 10%). 

● Scenario 4: Grexit. Falling out with its creditors and shorn of ECB support for its 
banks after booting out the troika, Greece prints the money it can no longer 
borrow. Grexit, deep recession, political unrest. Probability: 35% (was 30%). 
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Election result and next steps 

The radical left Syriza movement has won the Greek elections by a margin of nearly 10 
points ahead of the ruling conservatives, far wider than most polls suggested ahead of the 
elections. Overall, seven political parties cleared the 3% threshold: 

• The Coalition of the Radical Left (Syriza) of opposition leader Alexis Tsipras won 
36.3%, nearly 10% more than at the European election and slightly more than recent 
polls had predicted (see Chart 1); 

• New Democracy (ND), the centre-right party of outgoing prime minister Antonis 
Samaras gained 27.8%, more than the 22.7% at last year’s European elections, but far 
less than roughly 32% polls had predicted; 

• The neo-fascist Golden Dawn (GD) came in a distant third, with 6.3%, but lost nearly a 
third of the 9.3% share it had won at the European elections; 

• To Potami, the newish and strongly pro-European centre-left movement obtained 
6.1%, slightly less than in polls and the European elections; 

• The old-style Communists (KKE), obtained 5.5%. 

• Independent Greeks (ANEL), a euro-sceptic right-wing group of mostly former ND 
members, comfortably passed the 3% threshold with 4.8%, beating poll projections and 
the meagre 3.5% result at last year’s euro elections. 

• The traditional Socialists of Pasok, the junior coalition partner of Samaras, fell to 4.7%; 

Close, but not quite. Syriza takes the winner’s bonus of 50 seats, propelling it to 149 seats 
in parliament, 2 short of an absolute majority (see Chart 2). ND comes in second with 76 
seats, Golden Dawn and To Potami have 17 each. The communist KKE took 15 seats, the 
Independent Greeks and Pasok 13 each. Radical parties of both sides of the spectrum thus 
took 194 seats, just 7 short of a two-thirds majority. 

The Greek constitution is clear on how to form a government. If no party wins a majority of 
seats in parliament, the Greek president asks the leader of the strongest party to form a 
coalition. If he fails to do so within three days, the mandate to form a coalition goes to the 
leader of the second-strongest party, ND, and then, after at most three days again, to party 
number three, Golden Dawn. It is virtually impossible to form a government against Syriza, 
however, so the second’s and third’s attempts would be more pro-forma than for real. 

If no government can be assembled, the president tries to broker a deal on an interim 
government to prepare new elections. In 2012, the failure to cobble together a workable 
coalition after the 6 May elections led to repeat elections six weeks later on 17 June. If no 
government could be formed after the 25 January elections, the most likely date for repeat 
elections would be 8 March. But that is hypothetical. Judging by media reports, Syriza will 
almost certainly be able to form a government, probably with ANEL, and may even seal the 
deal today. 

Chart 1: ND loses on election day, ANEL wins Chart 2: Syriza falls just short of absolute majority 

 
 

Rolling average of last five polls and election result on 25 January, in %. 

Sources: various polling agencies, official results at 99.8% vote count. 

Number of seats in parliament. Syriza gets 50-seat winner’s bonus.  

Source: official election results at 99.8% vote count. 
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The morning after: politics and stability 

Governing will not be easy for Syriza from day one. An inexperienced and faction-ridden 
movement that has raised voter expectations it cannot possibly meet will be forced to make 
tough choices fast, with the risk of a potential banking crisis always lurking in the 
background. 

According to the vast majority of reports and statements from Athens this morning, Syriza 
will form a government with the right-wing and euro-sceptic Independent Greeks under 
Panos Kammenos today, even if Tsipras meets with other leaders as well. While a coalition 
with the centre-left and pro-European To Potami party would potentially be smoother for 
day-to-day governance, the cooperation with ANEL sends the strongest possible signal to 
Brussels, Frankfurt and Berlin ahead of upcoming negotiations: Syriza rejects the deal with 
Europe and the IMF and wants to renegotiate. In case the Eurozone’s offer falls short of 
Syriza and ANEL’s demands, particularly on debt forgiveness but also on the reversal of 
some key reforms, the risk of a euro exit would loom large. Tsipras’ bluff had been all along 
that the Eurozone would be prepared for far-reaching concessions out of fear of the 
contagion impact of Grexit on other countries. 

We expect Tsipras to find out very quickly that the Eurozone will offer face-saving 
concessions but not anything near enough to satisfy ANEL and Syriza’s own radical left 
factions. Syriza will have to negotiate with the troika of international lenders from a 
weaker position than Samaras had to last autumn. The new government will immediately 
face complex economic challenges for which it needs the support of its European partners: 

• Without a strong signal to Greek citizens and the creditors that staying in the euro will 
take priority over any campaign promise, financial stability would be at risk. 

• Any move that could trigger financial turbulence in Athens and deposit flight would 
put Athens in immediate need of a Eurozone lifeline, which would come with 
conditions. 

• Syriza needs to discuss with Europe the terms of extending the deadline for the 
pending final review of the current support programme from the end of February to 
mid-2015 or later. Eurozone finance ministers may offer more time unilaterally today. 
That would allow the ECB to extend the emergency liquidity assistance for Greek 
banks. 

• If Syriza fails to secure within 10 days an extension of the ECB's emergency liquidity 
assistance that is keeping the Greek banking system afloat, the financial system risks 
meltdown.  

• In order to keep at least some leeway, the government needs to collect taxes, even 
those Syriza has opposed. Reportedly many Greeks stopped paying taxes Syriza led 
them to believe would be abolished anyway. 

Greece is probably losing growth and tax revenues in the current p0litical uncertainty, 
increasing the need for outside funding. That makes it likely that Greece may need a new 
full-scale programme with full conditionality rather than just a credit line with 
conditionality light. Judging by their positions so far, ANEL and Syriza will not agree on 
much other than the need for debt forgiveness. If that is not forthcoming and budgets 
remain tight, reaching consensus on how best to tweak the adjustment programme in a 
“socially fairer” way is likely to be rather difficult for a Syriza-ANEL government. The 
coalition might break down within days of a deal with the troika. 

A Syriza coalition with ANEL will be inherently unstable as the two parties could find it 
very difficult to agree on spending and taxation policies in the very likely case of extremely 
tight budgets. In the event that the government hits the rocks, Syriza could potentially turn 
to To Potami as an alternative to replace ANEL. This option could strengthen Tsipras’ hand 
versus ANEL and potentially against his own left wing if he wanted to make a swift U-turn 
towards reasonable policies. He could blame a negotiation failure with the troika on ANEL. 
Swapping ANEL for To Potami would then allow Tsipras to salvage his government, keep 
Greece in the euro and still implement as many social policies as the troika deal will allow. 
However, his own party might not follow Tsipras. All in all, that Tsipras has apparently 
chosen ANEL rather than To Potami as his coalition partner makes Grexit a bit more likely. 
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Four stylised scenarios for Prime Minister Tsipras  

Shortly after taking office, Tsipras will face tough choices. How will he react? Can he 
control his own left-wing? Can he survive a voter backlash if he fails to deliver on his 
unaffordable promises? We can outline the potential outcomes in four stylised scenarios. 

Scenario 1: Tsipras turns half-Lula 

Charismatic left-wing firebrands can, once in power, learn fast and pursue mostly sensible 
policies. To some extent, left-wingers can explain the need for a bitter medicine to their 
fellow left-wingers better than anybody else could. Former Brazilian president Luiz Inacio 
“Lula” da Silva is a case in point. If Tsipras bows to reality, sticks to the fiscal prudence of 
the Samaras government, keeps in place the bulk of the pro-growth reforms beyond some 
token steps, accepts the steps on which the troika will insist to successfully conclude the 
final review of the current support programme, he will be offered a generous follow-up 
deal of the kind which Samaras would get if re-elected. The fiscal losses resulting from a 
temporary growth pause amid political uncertainty could be accommodated in such a 
follow-up programme. Greece would, by and large, remain on track. We lower our 
probability for this most benign scenario from 50% to 45% after the apparent Syriza 
decision to team up with the anti-troika right-wing populists of ANEL.  

Scenario 2: Tsipras stumbles within six months  

The reality shock tears Syriza and/or the likely Syriza-ANEL coalition asunder within six 
months as the factions within Syriza cannot agree whether to ditch the euro or abandon 
their economic policies. With the economy in a weaker starting position than it was when 
Samaras and the troika failed to strike a deal in early December 2014, the IMF may well ask 
Greece to plug a gap of €3bn in the 2015 budget rather than allowing any leeway for extra 
spending or reform reversals. Whether Tsipras could get Syriza’s vocal left-wing to vote for 
such extra austerity, even if he wanted to, is a very open question. If the coalition of the 
radical left fell apart, Tsipras may lack the votes to form a government between a rump-
Syriza and Potami plus Pasok. After a brief interlude, new elections could usher in a more 
moderate government after Syriza has foundered on the rock of reality. The Greek 
economy would recover shortly after such new elections from the troubles of the interim 
period. We raise our probability for this scenario from 10% to 15%. 

Scenario 3: Default within the euro 

Unable to agree with the troika on the conditions of the disbursement of the final €7.2bn 
official support payment under the old programme and hence not eligible for any 
concessions in a follow-up programme, Syriza decides to default on its external creditors. 
Unable to borrow from anybody, it would have to balance its primary budget in the midst 
of a new recession and financial turmoil. The key issue would be how Greece could get the 
ECB to still accept Greek collateral for refinancing operations and backstop Greek banks. 
That would be extremely difficult even if Greece exempted bonds held at the ECB from a 
default. Greece would likely fall into a serious recession. We lower our probability for this 
scenario from 10% to 5%.  

Scenario 4: Grexit  

Falling out with its official creditors and unable to secure any ECB support for its banks 
upon booting out the troika, Greece prints the money it can no longer borrow, blaming it 
all on supposedly evil creditors. The result of a Greek euro exit (Grexit) would likely be a 
deep recession and political unrest. No longer subject to any outside constraint and in a 
charged atmosphere, Greece may undo many of its previous supply-side reforms, turning 
itself into a Venezuela without oil or an Argentina without the beef. The damage to supply 
would more than outweigh any short-term boost to demand from unconstrained Greek 
money printing and the plunge of a new national currency. We raise our probability for 
Grexit from 30% to 35%. This is not our main scenario. But it is a serious risk.  
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Room for compromises? 

For the future of Greece as a modern country in Europe, the pro-growth structural reforms 
matter much more than the short-term fiscal details. If – a big if - the new Greek 
government stays on the adjustment path instead of reversing many labour market and 
administrative reforms and if Greece by and large honours its commitments and passes the 
final troika review, Europe may offer a much less onerous follow-up deal. Cutting the 
nominal debt burden would be politically difficult and economically unnecessary as the 
interest burden for Greece (4.3% of GDP in 2015) is not onerous. But a European offer in 
response to Greece honouring its commitments could entail: 

• lower interest rates, extended maturities and longer grace periods for those loans for 
which there is still room to do so, 

• a less onerous primary surplus target for the years after 2015, 

• more European investment with even more relaxed co-financing requirements, 

• an acceptance of the likely fiscal overshoot caused by the current political uncertainty 
(but not of shortfalls caused by reform reversals and spending increases), 

• a reduced role for the IMF after the troika including the IMF has concluded the 
pending final review of the current programme, 

• some flexibility in the use of surplus funds in the Hellenic bank support fund (HFSF). 

 

It’s not just about Greece 

Might Syriza trigger a new grand European deal? So far, the German-inspired tough love 
approach dominates the Eurozone reform strategy. Countries can rely on Eurozone 
financial support in return for supply-side reforms and fiscal adjustment. Even the 
Eurozone countries which do not require assistance to keep market access are constantly 
under some pressure to follow the rules in order to maintain the German/ECB backstop 
and thus guarantee sustainable borrowing costs. 

Syriza’s victory may embolden those demanding a shift in strategy. Anti-reform 
movements are not limited to Greece. Podemos in Spain or the Five-Star Movement (M5S) 
in Italy may feel encouraged by Syriza’s victory. More importantly, the centre-left 
governments of reform-laggards Italy and France may see the opportunity to extol a 
further softening of Berlin’s tough conditionality demands and insistence on the 
observance of Eurozone fiscal rules. Voices which demand a large-scale fiscal expansion, to 
complement the monetary expansion decided by the ECB last Thursday, will be 
strengthened. France and Italy might tie further structural reforms to such a fiscal 
stimulus. There is indeed a good chance that even Syriza could be persuaded to give up on 
its extreme demands of debt forgiveness and reform reversal if there is a Eurozone growth 
initiative. 

However, there are several factors that make this scenario unlikely. 

- No support from Berlin: Any country openly opposing the current strategy risks 
antagonising Berlin. Without Berlin’s support, a new spending plan would be dead in 
the water. 

- No market support: Any country openly opposing Berlin would also risk a market 
backlash. The big spike in Greek interest rates since last October shows that markets 
are not prepared to lend to countries at risk of losing Berlin’s (and the ECB’s) support. 

- Risk of political backlash in core countries: More spending and reform reversals would 
upset voters in the core countries, raising chances of right-wing euro-sceptics to make 
further inroads at upcoming elections. Such a move could more than undermine any 
gain in confidence from keeping Greece on board.  

A key issue for Europe is the precedent Greece would set. If a firebrand populist in Greece 
were to accept reality and keep Greece on track against his own campaign promises, the 
precedent could be most useful for reformers across Europe. By the same token, European 
reformers have little interest in undermining the hard-won progress in significant parts of 
the region by funding a Greek reform reversal. Strengthening reform efforts in Italy and 
France is the bigger priority for Europe. If worst came to worst, a new Greek crisis after the 
encouraging growth rebound last year would drive home the point that reform reversals 
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would be the way backwards, not the way forward. We still hope that Greece ends up as the 
positive example of how populists can grow up - and not as the negative example of the 
damage populists can do.  

Greece is small. The major point of erecting all the defences against contagion in the last 
five years was to be able to keep problems in small corners of the big Eurozone in that 
corner. With most of the Greek debt now held by official creditors and the ECB poised to 
buy debt from everybody else anyway, the economic and financial contagion effects even of 
a messy hypothetical Grexit would be small.  
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Economic backdrop 

After losing some 27% of its real GDP within six years amid unprecedented fiscal pain, the 
Greek economy finally started to rebound at a reasonable clip last year. 

• Economic sentiment started recovering in late 2012, once the aftermath of the debt 
restructuring was past and the new Greek government had committed to continuing 
the reform process. After various wobbles due to political turbulences, sentiment 
reached its long-run average of 100 on the EU Commission’s measure in mid-2014 (see 
Chart 1). 

• In line with economic sentiment, GDP increased at an annualised pace of 2.5% in the 
first three quarters of 2014, following 18 successive quarters of recession (see Chart 3).  

• The 1.8% gain in output in Greece’s small industrial sector in October and November 
over the Q3 average indicated a good start to Q4. 

• Employment rose by 1.6% yoy in Q3 2014, helped by a strong tourist season. On 
Eurostat’s domestic employment concept, the number of jobs stabilised in 2013 and 
started expanding nicely in 2014 (see Chart 4). 

• Wages were up by 2.1% yoy in Q3, a 2.8% gain in real terms.  

• Youth unemployment, while still extremely high, has come down from a peak of 60% 
to 50% now, far outpacing the overall drop in unemployment to 25.7% after a peak of 
28% in early 2013.  

• Exports expanded by 7.0% yoy in real terms in Q3 as strong gains in shipping and 
other services as well as in tourism more than offset the near-stagnation in industrial 
exports caused by a lack of investment and by weak demand from Turkey, Greece’s top 
market for industrial exports.  

If the trends visible in the data up to November 2014 had prevailed, Greece would probably 
have mustered a 1.1% gain in real GDP for the full year 2014, putting itself on track for 
growth of at least 2.5% in 2015. However, the political uncertainty triggered by the decision 
on 8 December 2014 to bring forward the presidential elections by two months to late 
December already caused a major dip in economic sentiment from a strong 102.7 in 
November to 98.9 in December 2014. Other anecdotal evidence suggests that the upswing 
may have stalled late last year. The outlook for 2015 depends critically on the result of the 
elections and the policies which a new government will pursue thereafter. 

Chart 3: Confidence and growth are back Chart 4: Unemployment falling, employment recovering 

  

Left scale: EU Commission economic sentiment indicator. Right scale: GDP 

growth, qoq annualised %. Source: Eurostat 

Left scale: harmonised unemployment rate, sa, %. Right scale: total 

employment, domestic concept, sa, thousands. Source: Eurostat. 
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When would the money run out? 

The starting position  

After living far beyond its means until 2009, Greece has gone through one of the most 
wrenching fiscal corrections ever in a developed economy. According to European 
Commission data, it turned its structural primary balance from a deficit of 9.6% of its GDP 
in 2009 into a surplus of 7.1% in 2013, a total shift of 16.7 points of GDP.  

Abstracting from a one-off need to recapitalise banks, Greece had brought its general 
government deficit down to 1.8% of GDP in 2013. Without interest payments of 4.0% of its 
GDP, it ran a primary surplus of 2.2% of GDP (see Chart 5). Despite relaxing the fiscal reins a 
little in 2014 to the tune of 0.8% of GDP, the return to growth had originally set Greece on 
course to slightly improve its fiscal numbers further for 2014. While Eurostat will publish 
the fiscal data for 2014 in the relevant Maastricht definition only on 21 April, reports about 
declining tax revenues in December in response to heightened political uncertainty suggest 
that Greece probably failed to further improve its fiscal accounts for 2014. 

On 8 December 2014, the Greek parliament passed a budget for 2015 based on an 
assumption of 2.9% GDP growth. The budget projects a primary surplus of around 3%. With 
interest expenditure of 4.3% of GDP, the headline deficit would be just above 1% of GDP. 
However, Greece passed this budget against the objections of the troika of its international 
lenders. Press reports suggest that the troika had demanded €2bn in savings, arguing that 
the budget was not ambitious enough and based on overly optimistic assumptions. 
Because of this dispute and because of troika findings that Greece had not fully 
implemented a number of politically structural reforms, Greece’s international lenders 
withheld the final instalment of the current support programme for Greece, extending the 
deadline for completing this final review from the end of 2014 by two months to 28 
February 2015. At stake is a payment of €7.2bn from the ESM, the IMF and from central 
bank profits on holdings of Greek government debt. 

How much money does Greece need? 

After another month of political uncertainty, the assumptions underlying the Greek budget 
for 2015 from December are probably outdated by now. Even if calm returns soon, Greece 
may have a headline deficit of at least 2% instead of just above 1% of its GDP this year 
without corrective measures, and a primary surplus of no more than 2% of GDP. Adding to 
that bond redemptions (€6.8bn, mostly to the ECB) as well as loan repayments to the IMF 
(€1.4bn in March alone), interest payments and some expenditures for bonds that were not 
restructured in Greece’s semi-default in 2012, the total funding needs for Greece for 2015 
will likely be close to €20bn. And this is under the assumption that – beyond the damage 
from a brief period of political uncertainty in early 2015 – economic policy does not 
constrain growth. 

According to the Greek ministry of finance, the memorandum with the troika of official 
international creditors allows Greece to issue a total of €15bn in short-term treasury bills. 
Greece has almost fully exhausted this potential with an outstanding amount of treasury 
bills of €14.8bn, €5.6bn in 13-week and €9.2bn in 26-week paper. Issuing more treasury 
bills is thus not an option to bridge a financing gap, at least not without troika approval.  

How long could Greece last without new borrowing? 

With a lot of luck, Greece might get by until mid-2015 without missing a payment and 
without borrowing extra money. On 20 July, Greece will have to repay a €3.5bn bond to the 
ECB, followed by a €3.2bn bond on 20 August, with interest of a total of €320m to be added 
to these amounts (see Chart 6). Greece will almost certainly not be able to repay these 
bonds without external support.  

Even getting to mid-2015 could be rather difficult. According to finance ministry 
calculations quoted in Kathimerini newspaper on 6 January, Greece must make debt service 
payments of €1.6bn in February and €2.5bn in March 2015, mostly to repay an IMF loan 
(€1.4bn) but also in interest payments and to repay a bond not restructured in Greece’s 
semi-default in 2012. That is followed by payments of €0.6bn in April, €1.0bn in May and 
€2.6bn in June before the more substantial payments become due in July and August.  

Until mid-March, Greece could simply use cash reserves which Kathimerini put at €1bn-
2bn in a report on 6 January. Thereafter, Greece might meet its obligations by drawing on 
reserves, for instance in the social security system, and by simply delaying regular 
budgetary payments such as those to suppliers. But that would be a high-risk strategy. A 
common knowledge that Greece is close to the brink could weigh on economic 
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performance and on tax revenues while triggering capital flight and deposit outflows from 
the banking system. And the more desperate the actions of the Greek government become 
to avoid missing a payment to creditors and hence a default, the greater the likelihood that 
economic confidence, tax revenues and bank deposits head south. It could turn into a 
vicious circle fast. 

The conclusion is very simple: whether or not Greece can get by until mid-2015 without 
new borrowing depends very much on its relations with its official creditors. If Greece 
takes a confrontational approach, that is if Greek citizens and markets worry that the 
government may not agree with its creditors in the end, tax revenues may fall and funding 
opportunities may dry up fast. If Greece takes a confrontational approach, the ECB would 
have to discuss whether it could still accept Greek assets as collateral and could still 
authorise the Bank of Greece to grant emergency liquidity assistance to Greek banks. The 
mere risk of the ECB no longer being available as a backstop could send shockwaves 
through the Greek banking system and economy. 

But if Greece takes a cooperative attitude, that is if it is seen as negotiating in good faith 
with its international lenders and respects its commitments under the memorandum, 
diplomats could find ways to make sure that Greece does not default before such 
negotiations on the final tranche of the old support package and on a follow-up support 
programme are concluded by a potential new deadline of mid-2015. If the risk of Greece 
reneging on its commitments is seen as low, a temporary increase in the limit for short-
term Treasury bills could help to bridge any temporary funding gap.  

Chart 5: Greek fiscal deficits Chart 6: Greek funding 2015 – tough March and summer 

  

Unadjusted primary and overall fiscal balances, % of GDP. Source: Eurostat 

(until 2013), EU Commission forecasts (2014). 

Amortisation of government debt per month, €bn. Sources: Kathimerini, 

Bloomberg. 
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What does Syriza want? 

Like other Greek parties, Syriza has no formal election programme. But in its campaign, 
Syriza leader Tsipras has referred to a speech he gave in Thessaloniki on 15 September 
2014. The detailed promises of “immediate” additional spending Tsipras proposed in that 
speech add up to €11.4bn according to Syriza. The proposals include: 

• a restitution of the “Christmas bonus”, that is a 13
th
 monthly pension payment, to 

1.3 million poorer pensioners at a cost of €500m; 

• meal subsidies for 300,000 families without income at a cost of €0.8bn; 

• a replacement of the unified tax on property by a tax on large properties only, at a 
cost of €2bn; 

• a restitution of the €12,000 tax-free threshold in the income tax (€1.5bn); 

• an employment programme to create 300,000 jobs at a cost of €3bn in the first 
year.  

Others claim that the total costs of the spending promises could be twice as large. Other 
potentially costly Syriza proposals have emerged since Thessaloniki, including the re-
instatement of a monthly €360 pension for the uninsured elderly and expatriates. The 
Syriza proposals to cover the extra expenditures such as better tax enforcement do not look 
very convincing, to put it mildly.  

The Thessaloniki programme also calls for the wholesale reversal of most pro-growth 
structural reforms of the last five years, most importantly of virtually all labour market 
reforms. Syriza wants to: 

• restore the monthly minimum wage to €751 from €683.80; 

• return to pre-reform employment protection levels; 

• strengthen of collective agreements over deals companies may strike directly with 
their own workers; 

• abolish all steps that have made it easier to lay off workers. 

Tellingly, Syriza claims that this full-scale reversal of labour market reforms would have 
“zero costs”. In our view, this ignorance of what has ailed the Greek labour market before is 
even much scarier than anything Syriza has said about debt, deficits and the euro. 
Weakening the supply side is the road to long-term economic disaster. 

Sensing power, Tsipras has mellowed over time. He has backed away from earlier threats 
to simply tear apart Greece’s deal with its official creditors. While pledging to avoid 
“unilateral actions”, Syriza demands to renegotiate the terms of official support for Greece, 
aiming for a cut in the nominal debt of Greece by up to 60%. Hoping to get support from 
other highly indebted Eurozone members, Syriza has proposed a “European debt 
conference” to agree on debt forgiveness for other Eurozone countries such as Ireland, 
Italy, Spain and Portugal as well.  

Tough love: the German view 

Germany is the biggest of all countries that have put taxpayer money at risk to support 
Greece. It is the economic powerhouse of Europe and seen by markets as the anchor of the 
Eurozone. No deal could be struck without Germany. The “German position” on Greece, 
that is the mainstream view probably held, with the usual nuances, by many of the 80-85% 
of German policymakers who voted for the support packages for Greece and other euro 
peripheral countries in the past, can be summarised along these lines. 

1. Germany wants Greece to stay in the euro. 

2. Germany is praising Greece for its heroic adjustment and reform efforts which started 
to bear fruit in 2014 with a rebound in GDP and employment, a primary fiscal surplus 
and a major surge in services exports. Berlin correctly believes that, by and large, 
Greece is on the right economic and fiscal track.  
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3. Germany as a major player in the Eurozone is ready to support Greece with sufficient 
amounts of credit and guarantees at generous terms to help Greece complete its 
adjustment programme. 

4. Once Greece and the troika resolve their differences over what Greece needs to do to 
receive the last €7.2bn of official funding under the second support programme, 
follow-up support for Greece can be negotiated. 

5. After the successful conclusion of the second programme, a follow-up support 
programme could be much less onerous than the first two programmes. As Greece 
achieved a significant primary surplus in 2014, the new programme for 2015+ could be 
largely a credit line with light conditionality.  

6. After the successful conclusion of the current programme, that is with Greece 
honouring its part of the deal with Europe and the IMF as certified by the troika, 
Europe could offer to further lighten the Greek debt burden. That would not be a cut in 
the outstanding nominal value. Also, for the bulk of official credits to Greece, interest 
rates are already extremely low (Greece pays roughly 2.5% on its overall public debt) 
with long grace periods and very long maturities. But for those parts of Greece’s debt 
to official creditors which are not yet quite as generous, interest rates could be reduced 
while maturities and grace periods could be lengthened. The future requirement for a 
Greek primary surplus may also be eased from the envisaged 4.5% of GDP if Greece 
hours the reform commitments. Also, EU-funded investment in Greece could be 
stepped up further with even more generous co-financing requirements. 

7. All support is conditional. If Greece wants further support, it must stick to the terms it 
has already agreed with its official creditors. And it must do so under whatever 
government it elects. It cannot roll back the reforms which were the conditions for the 
support disbursed so far. 

8. If the troika of European Commission, ECB and IMF finds that Greece is violating the 
conditions badly, the last tranche of the current support programme could not be paid 
and no new programme could be passed.  

9. Europe cannot be blackmailed. The occasional threat from the Greek ultra-left to “call 
Berlin’s bluff”, namely to renege on the troika agreements and still expect to get 
further support because Europe would be afraid of the consequences if the money ran 
out for Greece, will not work. If Greece – under whatever government – refuses to 
honour the terms it has agreed with its official creditors, it would do so at its own risk. 

10. If Greece decided to renege on its part of the deal with Europe and the IMF, the 
contagion effects on other European countries would be limited. With ESM support 
funds, the readiness of the ECB to act and with progress towards banking union, 
Europe could cope with a hypothetical Greek accident. Even in 2012, when contagion 
risks were more pronounced, Germany would not have supported a Greek government 
that would have reneged on its obligations to Europe and the IMF. In mid-2012, 
Samaras learned that within days of taking office as prime minister. With contagion 
risks smaller now, no new Greek prime minister could expect that fear of contagion 
could prod Berlin, Brussels and Frankfurt into granting further credit to a borrower 
that is repudiating the existing agreement with Greece’s official creditors. 

11. Details of any programme are negotiable. Diplomacy is about finding a way for 
everybody to save face. Any Greek government that is seen as negotiating in good faith 
could be offered some flexibility on details by its international creditors. But that 
would only be in return for a firm commitment to fiscal rigour and structural reforms, 
not in response to a large-scale reform reversal as Syriza seems to be promising in its 
election campaign. 

All in all, the German position is one of tough love. Support is generous but conditional. 
And the notion that support is conditional does imply that conditions need to be met. Not 
100% in all details. Life is never perfect. But they need to be met to a sufficient degree 
before parliaments of Greece’s creditor countries could endorse further support for Greece. 
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