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Trust matters. Few policy mistakes are more costly than shattering trust. Unfortunately, this is one of the few things which 
Greece's double populist coalition has done so far. Since December, the risk has become clearer and clearer that the Sama-
ras recovery of 2014 could give way to a Tsipras recession if a Syriza-led government were to insist on its impossible cam-
paign promises. The GDP data for Q1 (-0.2% qoq) on Wednesday confirm that Greece has indeed fallen back into reces-
sion.  
 
That the left-right populists in Athens have annoyed Greece's international creditors is the smaller of the problems. Much 
worse is that the government has shattered trust at home. Capital flight of some €55bn from December to March, equiva-
lent to some 30% of Greek annual GDP, is crippling the economy while a drain of deposits (€23bn in the last four months) 
has partly paralysed the banking system, putting it on ECB life support.  
 
ASSESSING THE DAMAGE 
Nothing brings out the damage more clearly than the comparison to Spain. Until late November, that is until the political 
risk in Athens came to the fore, Greece and Spain were roughly on the same recovery track with annualised GDP growth of 
around 2.3% for the first three quarters of 2014. Strong business confidence last autumn and a 1.6% yoy rebound in em-
ployment from the very depressed crisis levels pointed to even better Greek news for 2015 to come.   
 
After a further surge in growth in early 2015, Spain’s economy is now on track to expand by close to 3% this year. That is 
what Greece could have achieved if it had simply stayed the course. But it didn’t. Despite the tailwind from lower oil prices 
and a cheaper euro, the Greek economy may contract slightly this year. 
 
The gap between 3% growth and a slight contraction is huge. It means that some 100k jobs, which otherwise could have 
been created over the course of this year, will not be there in Greece. It impairs the fiscal outlook. With a solid recovery 
after a deep crisis, Greece would have needed no more than a precautionary ESM credit line with conditionality light after 
the expiry of the old support programme. It could have returned to bond markets and become eligible for ECB bond pur-
chases. Now Greece will need a full €25-35bn programme with full conditionality this summer even if it can resolve its 
current standoff with its creditors. Those who wanted to get rid of the “troika” will now have to accept an even more intru-
sive supervision by the "institutions". With trust shattered, creditors will insist on checking how reforms are implemented 
rather closely. 
 
OUTLOOK: A SUB-PAR RECOVERY EVEN AFTER A U-TURN 
On current information, Greece looks likely to run out of money in late May or early June. Reality seems to be gradually 
dawning on prime minister Tsipras. Just back from a one-day visit to beautiful Thessaloniki, my somewhat superficial im-
pression is that the overall mood in Greece is becoming much more realistic after an initial post-election honeymoon period 
for Syriza and its policy ideas. 
 
Despite serious risks, we continue to see a 70% probability that Tsipras will do sufficient u-turns in the end to keep Greece 
in the euro. With intense negotiations on various levels, we may – with luck – hear about some further progress early next 
week, possibly leading to a first deal by the end of May. While differences remain huge, negotiators seem to be finally tack-
ling the really thorny issues of pension and labour reforms as well as the overall size of the needed fiscal correction. 
 
But that is not the end of the story. The current negotiations are about completing the current bailout programme that runs 
until the end of June, with a €7.2bn tranche pending. Once concluded, these talks will have to be followed immediately 
thereafter by equally difficult discussions on a third bailout and by regular progress reviews thereafter that could again prove 
very contentious. 
 
The evidence so far suggests that the Greek government will drag its feet for as long as it can in all these future talks and try 
to get away with tweaking any agreed programme as much as possible. Put differently, it will remain noisy. That, in turn, 
could dampen the rebound in business confidence and investment and the return of capital that should otherwise follow a 
deal with creditors. Also, the government is sending a lot of wrong signals: the re-hiring of some 13,000 public sector work-
ers, the re-opening of old state broadcaster ERT, the reversal of vital university reforms, again allowing students to stay on 
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forever, and the scrapping of realistic performance evaluations in the public sector all suggest that Syriza is often putting the 
interest of its own core clientele first (trade unions, public sector workers, radical students). In its own way, Syriza seems to 
continue Greece's sad pre-reform traditions. If so, an insufficiently reformed and hence inefficient public sector will contin-
ue to be a drag on the economic outlook. 
 
In short: even if Tsipras finally strikes the necessary deals with Greece's creditors and thus ends the recession which he has 
caused himself, the future recovery will likely be more shallow than that of Spain until Greece manages to restore trust. 
Populism doesn’t come cheap. 
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