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Tsipras Calls Surprise Referendum for July 5 
Developments in Greece moved at a breathtaking pace over the weekend. As is widely known, 
Greece has been negotiating with its European partners and the International Monetary Fund 
(IMF) on the terms under which the final €7.2 billion tranche of the country’s second bailout 
program would be released. Not only is the program set to expire tomorrow (June 30), but the 
government of the Hellenic Republic must make a €1.6 billion payment to the IMF on that date. 

Greek Prime Minister Alexis Tsipras surprised everyone on Friday evening when he announced 
that the Greek government would hold a national referendum on Sunday, July 5. At question is 
whether the country should accept the austerity measures that its creditors are demanding in 
return for the release of the final tranche. In his address to the nation, Tsipras urged his 
countrymen to vote “no” to further austerity measures.  

On Saturday, leaders of other European countries announced that they would not agree to extend 
the current bailout program beyond June 30. The European Central Bank then announced that it 
would not increase the size of the facility that it has been using to extend liquidity to the Greek 
banking system.1 Greek banks have experienced significant depositor withdrawals in recent 
weeks. In order to head off a complete banking panic today, the Greek government announced 
that banks would be closed for the foreseeable future. Capital controls, which limit cash 
withdrawals from ATMs to only €60 per day and prohibit most overseas transfers of cash, have 
also been enacted.  

What Happens Next? 
As noted above, the Hellenic Republic is due to pay the IMF €1.6 billion tomorrow. If, as seems 
very likely, the Greek government does not pay the IMF on June 30, it will not yet be in default. 
Rather, it will only be “in arrears.” Therefore, any credit default swaps that are owned by holders 
of Greek government debt will not yet be triggered.  

Of higher importance will be the outcome of the July 5 referendum. If Greek citizens vote “yes” 
(i.e., they agree to accept further austerity measures in return for more cash from European 
institutions and the IMF), then a political crisis in the Hellenic Republic would likely ensue. The 
current Greek government, which is urging citizens to vote “no,” probably would need to step 
down. A new coalition, which would need to be in charge of implementing the austerity measures, 
would take its place. It is also possible that snap elections may need to be held. 

If Greek citizens vote “no” (i.e., they are not willing to accept further austerity measures), then the 
ball will be back in the court of Greece’s European partners and the IMF. In theory, these 
institutions could “blink” and release to Greece the final €7.2 billion tranche of the current bailout 
program and could even announce that they are willing to consider another bailout program. 
However, we think that the probability of this outcome is very low. Why would European 

                                                             
1 The ECB has been providing liquidity to the Greek banking system through its Emergency Lending 
Assistance (ELA) facility. The ECB has frozen the size of the ELA facility for Greece at the ceiling that 
prevailed on Friday, June 26. 
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countries and the IMF, which have been taking a “hard line” in their negotiations with the 
Hellenic government over the past few months, suddenly give Greece everything for which it has 
been asking?  

If Greek citizens vote “no” on July 5 to more austerity measures, then we think that the European 
countries and the IMF will refuse to lend Greece more money. Arrears will turn to default. The 
Greek government could continue to protect its banking system through capital controls. 
However, the economy would soon collapse (even further) if citizens remain limited in their 
ability to withdraw deposits from banks and overseas transfers of cash are prohibited. In reality, 
Greece would have few options other than to leave the Eurozone and reinstate its own currency 
(the drachma), which would fall sharply in value vis-à-vis the euro. 

More Than Greece is at Stake 
If this crisis were simply just about Greece, then it really would not have global repercussions. The 
outstanding debt of the Greek government totals only €300 billion or so at present. Moreover, the 
vast majority of the country’s debt is held by European countries through European institutions 
and the IMF.2 A bona fide Greek default likely would not represent another “Lehman moment” 
for the global economy. 

The bigger concern about Greece is the potential contagion the country could exert on other 
highly indebted European countries such as Italy, Portugal and Spain.3 Portugal is more or less on 
the same scale as Greece, with about €240 billion worth of outstanding government debt. The big 
concerns in Europe are Spain (€1.2 trillion) and Italy (€2.3 trillion). Moreover, the debts of the 
Spanish and Italian governments are widely held by financial institutions not only in those 
countries but in other European countries as well. Defaults by the Spanish and Italian 
governments, should they occur, would send financial shock waves around the world.  

Greek default and exit from the Eurozone would call into question the immutability of the euro 
area. If Greece were to default and leave the Eurozone, why couldn’t another highly indebted 
country do likewise in a few years? Owners of the government bonds of countries such as Italy, 
Portugal and Spain probably would want to be compensated for the higher risk that they perceive 
would now be imbedded in these bonds. Indeed, as of this writing, yields on 10-year government 
bonds in Italy, Portugal and Spain are up 15 bps to 25 bps relative to their close on Friday. Higher 
borrowing costs would make it more difficult, everything else equal, for those countries to achieve 
debt sustainability. The virtual circle of falling bond yields, improved debt sustainability 
prospects, further downward pressure on yields, etc. could suddenly turn vicious (i.e., higher 
bond yields leads to deterioration in debt dynamics, putting further upward pressure on yields, 
etc.). The euro has also lurched lower versus most major currencies. 

That said, Europe clearly has more backstops in place to prevent contagion from spreading to 
other countries than it did during the 2010 and 2011 sovereign debt crises. Today, the Eurozone 
has the €500 billion European Stability Mechanism (ESM) capitalized and operational. This 
facility, which is the permanent bailout facility of the Eurozone and which could be tapped 
instantly by member countries in financial need, did not exist during the last bouts of financial 
market turbulence in Europe a few years ago. The ECB has been buying sovereign bonds for the 
past few months under its quantitative easing program, and it arguably could ramp up its 
purchases further in an effort to stabilize financial markets. 

It is impossible to predict exactly how the Greek crisis will play out. The next major signpost for 
the crisis, assuming that neither side in the negotiations “blinks” this week, will be the July 5 
referendum. If Greek citizens vote to accept more austerity measures, then prospects of eventual 
agreement between creditors and the government of Greece would improve markedly. Although 

                                                             
2 Private investors suffered significant haircuts as part of the 2012 debt restructuring. European 
countries hold Greek government bonds and loans today through European institutions such as the 
European Financial Stability Facility (EFSF) and the ECB. 
3 For further reading, see our report “Potential Financial Fallout from ‘Grexit’” (February 12, 2015), 
which is available upon request. 
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the current Greek government may fall if the population votes “yes,” the present bout of financial 
market turbulence likely would die down quickly in the aftermath of a “yes” vote. On the other 
hand, however, a “no” vote likely would lead to Greek default and exit from the Eurozone and 
further financial market volatility. Stay tuned. 
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