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In our Asset Allocation Strategy document for May, we highlighted what a serious risk a Greek referendum would 

represent. But we were far from imagining that heightened antagonism between the Greek government and its 

creditors would lead to the move being announced in such a tense atmosphere. With so many uncertainties, we have 

looked at what could happen in the coming days.  

 

Could the referendum be called off? Not impossible but unlikely. 

 

Following the breakdown in talks, both sides sounded frustrated that discussions ended in deadlock. The creditors 

released a second draft proposal that demanded much less from Greece than the draft first put forward. Meanwhile, 

European creditors have done little to make good on their 2012 promise to partially reduce Greece's debt if Athens 

fulfilled its commitments. To avoid the worst case scenario, we could in fact witness last minute shifts but there is no 

doubt that the gulf between the two sides makes this improbable.  Now that the referendum has been announced, it 

would be very difficult for the Tsipras government to reverse direction. 

 

Can the ECB stop its ELA1 programme before the referendum? Not very likely. 

 

Greek banks will be closed until July 7 and withdrawals limited to EUR 60 a day to stop capital flight. Consequently, 

the chance of a pre-referendum catastrophe looks small. 

 

Which referendum? 

 

At the time of writing, we still do not know which text the Greeks will be voting on. Athens insists that the vote will not 

be on eurozone membership but on the creditors “diktat” even if their proposal is in any case no longer valid. 

 

It is impossible to predict the outcome of the vote: the rushed schedule will naturally mean only a cursory debate and 

there is a risk that voters will not identify the real issues at stake. Opinion polls show the Greeks are still very attached 

to the euro but these surveys are not a reliable indicator of the result. 

 

What will the impact be from a yes or no vote? 

 

A “yes” would represent a rejection of the government and logically entail dissolution of parliament, fresh elections 

and a new administration. All this could take some time so Greece would be unable to meet a number of payment 

deadlines. It is, however, very likely that the creditors will organise emergency aid to ensure the political transition 

proceeds smoothly without any financial catastrophe. 

                                                             
 

1 Emergency Liquidity Assistance, a programme set up by the ECB 
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A “no” would not necessarily mean Greece leaving the eurozone.  

First, there is no text covering such an eventuality so negotiations would be long and complex and the result uncertain.   

Second, the ensuing economic and financial chaos in Greece could rapidly bring the government down and entail new 

elections.  

However, it is very difficult to imagine Greece staying in the eurozone for long without a rapid change of policy after 

the referendum. The ECB would quickly withdraw the ELA facility and Greece’s financial system would grind to a halt. 

That would lead to parallel currencies (IOUs2 at first), generally the first move towards a change of currency.   

 

The ECB in the front line 

 

The ECB’s communiqué on Sunday was careful to point out that the bank would be closely watching financial markets 

so there is no doubt it is ready to intervene to reassure investors. Ever since Mario Draghi’s famous “whatever it takes” 

comment, the ECB’s action has essentially consisted of reassuring the markets and getting European interest rates 

lower. Consequently, the bank will not allow financial turbulence to jeopardise Europe's incipient recovery. 

 

What impact on the markets? 

 

The market reaction on Monday morning was relatively restrained with European markets falling shy of the lows seen 

in June. The impact on other markets looks even more measured judging from the 1% drop in S&P500 futures4. 

However, peripheral country bond spreads widened to 2015 highs. The BTP–Bund spread3 moved to 152bp4, the 

biggest gap since June 15. The Crossover, the CDS composite5 European high yield6 index, also widened, flirting with 

its June 17 highs. Yields on Germany’s 10-year Bund fell 15bp4, the same contraction seen on 10-year US Treasuries. 

We should also note that bond market liquidity is still satisfactory; the bid-ask spread has widened but not excessively. 

The euro has fallen slightly since its Friday close, losing a little less than a digit against the dollar. 

 

Even if, as indicated above, the worst is not certain to happen, we recognise that the Greek situation has deteriorated 

and that there is now a serious risk the country will leave the eurozone. Such an event would lead us to review all risk 

premiums on European assets. So far, we have increased duration on core European country debt in a number of 

funds and mandates and have not changed our overweight position on European equities. We do not see this 

morning’s index decline as an opportunity to increase our overweight. Nor is this the time to reduce positions 

massively.  Looking beyond risks, we believe European country fundamentals are sound and investors can rely on the 

ECB to stabilise the current situation.   

 

 

 

 

 

 

 

 

                                                             
 

2 IOU= I owe you, an acknowledgement of a debt. 
3 The BTP/Bund 10-year spread is the gap between the actuarial yield on Italian and German 10-year bonds.  
4 Source: Edmond de Rothschild Asset Management (France). 
5 iTraxx Europe Crossover CDSI Generic 5Y. 
6 The High Yield bond category is a segment of the credit market which carries a higher risk of default than Investment Grade bonds. This higher 
risk is offset by a higher coupon. High yield bonds are rated BBB- or under (according to S&P standards). 
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Disclaimer: This document is non-binding and its content is exclusively for information purpose. 

The data, comments and analysis in this document reflect the opinion of Edmond de Rothschild Asset Management (France) and its affiliates with respect to the 

markets, their trends, regulation and tax issues, on the basis of its own expertise, economic analysis and information currently known to it. However, they shall 

not under any circumstances be construed as comprising any sort of undertaking or guarantee whatsoever on the part of Edmond de Rothschild Asset 

Management (France). 

Any investment involves specific risks. Main investment risks:  Main investment risks: risk from investing in emerging countries, capital loss risk, risk from 

holding convertible bonds, equity risk, interest rate risk, credit risk and sector risk. 

All potential investors must take prior measures and specialist advice in order to analyse the risks and establish his or her own opinion independent of Edmond 

de Rothschild Asset Management (France) in order to determine the relevance of such an investment to his or her own financial situation. 

Past performance is not a reliable indicator of future results. Past performance does not include reinvested dividends.  

Special warning for Belgium: Please note that this communication is intended for institutional or professional investors only, as mentioned in the Belgian Law of 

July 20th, 2004 on certain forms of collective management of investment portfolios This notice is also intended only for investors who are not consumers as 

described in the Belgian Law of July 14th, 1991 on trade practices and information and protection of consumers.  
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