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However despite the improving trade and
government accounts, the economy has shrunk
by over 20% since 2009, and is much worse than
the projections at previous deals in 2010 and
2012. Most commentators agree that the level
of debt to GDP makes debt repayment
untenable, and further austerity will hamper
Greece’s nascent economic recovery.

Greece
That Greece cannot afford to pay its debt is
probably in no doubt. We outline the best case
scenario of the euro area bureaucrats. Even if
Greece sustains the 3% primary budget surplus
demanded by the troika and in addition, the
government brings the real GDP growth rate to
a level equivalent to the real interest rate on its
debt through a combination of current account
surpluses and slower cuts in government
spending; it would still take 30 years to bring
the Greek’s debt levels down to a more
reasonable—and perhaps still unsustainable—
85% of GDP. We suggest that a lot of ouzo has
to be consumed to make it appear a reality.

Greek’s
GDP
disappointed

has

constantly

We think that it is worthwhile to reflect on the
economic journey travelled by Greece. The
move from current account deficit to surplus
reflects the improving competitive position of
Greece as unit labour costs have fallen
Source: Bruegel

Unit labour costs have fallen and
current account is now in surplus

Default with or without permission
A default is going to take place, and the
distinction will be between a default with or
without permission of the ‘institutions’,
formerly known as the Troika. Greece needs the
funds to make a €1.5bn repayment to the
International Monetary Fund by the 30th June.
Without an immediate agreement over the
weekend on the 20th June, time would be short
in order to make arrangements for payment,
suggests press reports. Agreements involving
a debt restructure would need parliamentary
approval from around the Eurozone.
Without an agreement there is a risk of a run on
the banks in Greece, where depositors would
seek to withdraw their Euros from accounts. If
a Greek bank run were to begin, the European
Central Bank has a crucial decision to make. It
could opt to keep Greek banks on life support
by approving emergency central bank loans to
local financial institutions or to declare them
insolvent and withdraw all assistance. Without

Source: Bruegel, Research Affiliates

Spending restraints have helped push Greece
into a primary budget surplus, for the first time
since the dubious statistics of the mid-1990s
and very early 2000s were published.
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the emergency loans from the ECB, Greece’s
banks would collapse and the only way to
restart them would be by creating a new central
bank with a new currency. This would be a
GREXIT from the Euro, and the IMF calculate
that this would result in a cumulative hit on the
level of GDP of 12.6% over four years.

recessionary effect on an economy, as
witnessed in Cyprus which imposed controls in
March 2013 which lasted for two years, rather
longer than the initial week initially outlined by
authorities.

Leave or stay
The Greek population overwhelmingly wants
to stay in the euro, and the government led by
Alexis Tsipras says it does too. The Wall Street
Journal says German officials are increasingly
resigned to Athens refusing to swallow any
meaningful reforms. Without a massive last
minute climb down by Greece, Chancellor
Merkel will be forced to make the decision that
she has avoided all year; either relax Greece’s
required overhaul or potentially jeopardise
European stability. We think that the pain of a
GREXIT would want to be avoided by all
parties involved in the negotiations.

View of the market
Given the proximity of a potential Greek
default, the markets in the rest of the Euro area
remain well supported to date. The cost of
insuring euro government debt, as captured by
the iTraxx index, has risen slightly but remains
low, especially in comparison with 2008 and
2011.

Insurance costs of Euro government
debt remains low

Our expectation is that the external debt will be
defaulted upon and capital controls imposed
internally within the Greek banking system.
Given that this may trigger concerns over a
GREXIT from the Euro and the EU, we think
that this would be avoided by the Greeks and
the rest of Europe given the economic and
social consequences. This may be the most
optimistic outcome, although the cost of writedowns for the creditors would be nothing
compared to the loss of face for the ECB and
other euro area governments.

Source: Artorius Wealth, ASR

In addition the Euro has rallied of late. This is
due to the improving data from the European
economy, but highlights alongside the iTraxx
backdrop, that the market remains sanguine
about the risk of contagion of a Greek default.

If a GREXIT were to occur and spread negative
reaction in the market, we anticipate that global
policy makers would ease policy especially by
the ECB, or delay tightening in the case of the
Federal Reserve. Hence in either case, a drop of
markets on Greek related issues may prove to
be an opportunistic entry point for investors.

Capital controls
An alternative to a GREXIT would be capital
controls. These limit the amounts of euros that
savers could withdraw, hence limiting the
impact on banks’ solvency. But once imposed,
capital controls are hard to roll back and have a
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Important information
Artorius Wealth provides this document in good faith and for information purposes only. All expressions of
opinion reflect the judgment of Artorius Wealth at this date and are subject to change. Information has been
obtained from sources considered reliable, but we do not guarantee that the foregoing report is accurate or
complete and do not accept any liability for any errors or omissions, nor for any actions taken based on its content.
Nothing in this document is intended to be, or should be construed as, regulated advice. Reliance should not be
placed on the information contained within this document when taking individual investment or strategic
decisions.
Any advisory services we provide will be subject to a formal Engagement Letter signed by both parties. Any
investment management services we provide will be subject to a formal Investment Management Agreement,
which will include an agreed mandate.
Past performance is not a guarantee of future performance and investors may not get back the amount originally
invested. Investing involves risk, including possible loss of principal.
Artorius Wealth is a trading name of Alfred Simmons Asset Management. Artorius Wealth London and Artorius
Wealth Manchester are appointed representatives of Alfred Simmons Asset Management LLP which is authorised
and regulated by the Financial Conduct Authority.
Artorius Wealth Switzerland AG is a provider of wealth management services to the benefit of private individuals.
We are an active member of the Swiss Association of Asset Managers (“SAAM”) – a Swiss self-regulating
organization in matters of anti-money laundering and asset management recognized by the Swiss Financial Market
Supervisory Authority (“FINMA”). For clients of Atorius Wealth Switzerland this document is intended for
‘Qualified Investors’ only and is not intended as an offer or solicitation for the purchase or sale of any financial
instrument.
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