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Europe, with an eye (again) on Greece
Miguel Jiménez

In the last two months, most of the political hand-wringing in Europe has concerned the referendum on the
UK’s membership in the EU, but perhaps Obama’s visit and a wider margin of victory for the pro-EU camp in
England shown in the polls have taken the edge off conversations about a Brexit. Now old stories are
creeping back into the news cycle, such as tax adjustments and problems in the periphery.
Overall the peripheral countries have withstood the financial tensions of the last year, which have been
mostly caused by China and emerging markets, largely because they have been shielded by the ECB’s
sovereign bond purchase policy. Ireland, which was one of the first countries to ask for a bailout, is growing
at very fast rates. Portugal has raised more doubts lately, given that the new government’s deficit reduction
plans haven’t convinced Brussels, which has asked for additional adjustments in case the measures
approved by the Portuguese government don’t work. Spain and Italy, for different reasons, are also
discussing their budget plans with the European Commission.
However, once again Greece is the greatest cause for concern. Next week, the Eurogroup will discuss the
first review of Greece’s third bailout package, approved last summer and pending review since last October.
This delay is due the fact that that there hasn’t been any debt financing pressure. So far Greece hasn’t had
to make any debt payments (mostly held by European governments and with long grace periods), although
two are approaching: one to private creditors and another to the IMF, both in July. Furthermore, the Greek
government has dragged its feet on defining the measures needed to achieve a primary surplus of 3.5%
starting in 2018, the figure agreed to in last summer’s pact.
But the IMF and European authorities hold discordant views, not only on whether an additional haircut is
called for (as the IMF has always advocated as a condition for its participation in the program, a position
rejected by Eurogroup), but also the opinion of whether the measures proposed by the Greek government to
reach the budget deficit target are reliable or not. Regarding this second point, it is the IMF that is suspicious
and demands a contingency plan in the event the budgeted measures don’t work, opposed to the more
conciliatory view of the EC. The agreement with the creditors is important, because if the IMF doesn’t
participate in the new bailout (it parked its decision last summer), the European countries would have to
cover up their share of the financial aid.
Both Greece and the creditors want to find a solution soon to avoid the hasty negotiations held last summer
and close a deal before the UK referendum, but an agreement is unlikely next week. The Eurogroup is
willing to discuss the subject of Greek debt sustainability (to wit, the possibility of an additional haircut), but
it’s not likely to give in on this point. And it won’t be easy for the Greek government to draw up a plan B for
further adjustments with respect to the one it has practically closed with the respective institutions.
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opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit,
regarding its accuracy, integrity or correctness.
Estimations this document may contain have been undertaken according to generally accepted methodologies and should be
considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future performance.
This document and its contents are subject to changes without prior notice depending on variables such as the economic context or
market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of
any kind.
In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that under
no circumstances should they base their investment decisions in the information contained in this document. Those persons or entities
offering investment products to these potential investors are legally required to provide the information needed for them to take an
appropriate investment decision.
The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in cases
where it is legally permitted or expressly authorized by BBVA.
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