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The dreaded phrase
“we will have to let 
you go” is being 
used repeatedly in 
western economies 
as employers cut 
their cloth according 
to the prolonged low-
growth environment 
which many perceive 
to lie ahead. Could 
the phrase be applied 
to a country?

Time to Let Go? 
Greek Debt and the Eurozone

Executive Summary

Newton’s Paul Brain looks at the options remaining to European policymakers in 

dealing with Greece’s sovereign debt problems and points out the hurdles involved 

with each of them. Instead, he argues it might be time to consider the possibility of 

letting Greece leave the eurozone and put an end to the uncertainty and volatility 

created by continued prevaricating among policymakers.

The dreaded phrase “we will have to let you go” is being used repeatedly in western 

economies as employers cut their cloth according to the prolonged low-growth 

environment which many perceive to lie ahead. Could the phrase be applied to a country?

Human resources departments tend to prefer the “let you go” phrase to the harder 

“you’re fired” or “we’re making you redundant” alternatives, all of which imply a rather 

one-sided discussion. “Let you go” could even, at a pinch, hint that it is in an employee’s 

interests to leave.

We are now three years into economic recovery, and yet employment conditions 

still remain subdued in western economies. As we work through this deleveraging 

phase, a lack of investment and sluggish consumer spending are restricting economic 

growth to a speed so slow it is dangerously close to stalling, and employment growth 

is almost non-existent. As a result, cash interest rates are likely to stay low for the 

foreseeable future.

While bond yield curves are still steep (short-dated bond yields are much lower than 

long-dated yields), we believe there are rich pickings for investors who are willing to 

move up the yield curve. Previously, the fear of inflation inhibited investors from reaping 

the benefits of these pickings. However, many non-western central banks — and even 

the European Central Bank (ECB) — have recently raised interest rates to choke off 

the threat of inflation, and they may have succeeded in their effort to dampen inflation 

expectations. We think the strategy of buying long-dated US bonds as a reaction 

to the Chinese rise in interest rates is a particularly interesting development.
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We believe that,
realistically, the 
current idea of a 
modest “haircut” 
for Greek debt 
holders is not 
sufficient to bring 
Greece back onto 
a more sustainable 
budget path. A more 
drastic approach 
appears necessary, 
which we believe 
would necessitate 
Greece leaving 
the euro.

Searching the globe for markets that had priced in higher short-term interest rates 

was a positive strategy over the summer, and we feel there may be further scope 

to do so. Elsewhere, there could potentially be attractive opportunities in markets 

where authorities have begun to reverse interest rate rises; Turkey and Brazil are 

among countries to have done so already.

Meanwhile, we believe the eurozone remains the biggest risk to the global economy. 

The sovereign debt crisis remains unresolved and, if anything, we believe some 

aspects of it have worsened. While fiscal austerity is prevalent throughout the 

region, economic growth is not. As we return to that September “back-to-school” 

feeling of fresh enthusiasm, we also start to realise that nothing has changed. So 

far, the authorities have tried to put off the inevitable, but as the economic numbers 

from the north of Europe start to deteriorate, there is a groaning realisation that events 

are reaching a boiling point. The southern states are unable to reduce their deficits 

through fiscal austerity because their economies are not growing, as confirmed by 

recent data from Greece. There appear to be three potential solutions remaining, none 

of which is appealing:

•	 The “monetisation” of debt, i.e., the ECB printing money and buying European 	

	 bonds, which has been fiercely argued against by the German Bundesbank 

•	 Fiscal union, and the issue of a common “Eurobond,” which would involve changes 	

	 to the European Union treaties; most of the northern European states’ populations 	

	 would likely vote against such a motion 

•	 Debt default, which could possibly bring about a major collapse of the European 	

	 banking system 

This third option may have to be attempted. In our view, it would be a dangerous 

road to follow, and controlling any resultant contagion could be beyond the scope 

of the authorities. However, let’s explore the possibility of a fourth option: 

letting Greece go.

We believe that, realistically, the current idea of a modest “haircut” for Greek debt 

holders is not sufficient to bring Greece back onto a more sustainable budget path. 

A more drastic approach appears necessary, which we believe would necessitate 

Greece leaving the euro. We have argued for some time that this is inevitable, 

and that all the other plans have simply been about building enough time for the 

European financial system to prepare for this eventuality. Unfortunately, we believe 

time has now run out and we are not sure that the system is ready for a Greek default. 
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We believe that
the current plan 
of delay and fiscal 
austerity will not 
work and, as new 
bond issues build 
through September 
and October, events 
seem to be coming 
to a head. We think 
it is time to “let go.”

A default with a 40% “recovery rate” (return of capital) would reduce the Greek deficit 

to a more sustainable level. Introduction of a new drachma currency and support from 

the IMF would be essential, we believe, through what is likely to be a very difficult 

period. The hit to the Greek banking system and the economy would be huge, but would 

it be any worse than the present situation of depression and growing deficits? Current 

Greek bond prices almost reflect this scenario, so it should not come as a surprise.

Would the European banking system survive and would contagion be manageable? 

These questions are unanswerable at this stage, but one could argue that, given the 

prevailing pricing of bonds, the markets have had time to prepare. We believe that 

the current plan of delay and fiscal austerity will not work and, as new bond issues 

build through September and October, events seem to be coming to a head. We think 

it is time to “let go.”

Disclosure 

The Newton Group refers to the following group of companies: Newton Investment 

Management Limited, Newton Capital Management Limited, Newton International 

Investment Management Limited, Newton Capital Management LLC, and Newton 

Fund Managers (CI) Limited. Except for Newton Capital Management LLC and 

Newton Capital Management Limited, none of the other Newton companies offers 

services in the U.S. 



www.bnymellonassetmanagement.com	 BNY Mellon Asset Management©2011 The Bank of New York Mellon Corporation. 	 9/11

The Alcentra Group
Ankura Capital Pty Limited

Blackfriars Asset Management Limited
BNY Mellon ARX

BNY Mellon Beta Management
BNY Mellon Cash Investment Strategies

BNY Mellon Western Fund Management
Company Limited

The Boston Company Asset Management, LLC
The Dreyfus Corporation

EACM Advisors LLC 
Hamon Investment Group

Insight Investment
Mellon Capital Management Corporation

The Newton Group
Pareto Investment Management Limited

Siguler Guff & Company LP
Standish Mellon Asset Management Company LLC

Urdang Capital Management, Inc.
Urdang Securities Management, Inc.

Walter Scott & Partners Limited
WestLB Mellon Asset Management

BNY Mellon Asset Management is one of the world’s leading asset management organizations, encompassing 
BNY Mellon’s affiliated investment management firms and global distribution companies. BNY Mellon is the 
corporate brand of The Bank of New York Mellon Corporation. • The statements and opinions expressed in this 
document are those of the authors as of the date of the article, are subject to change as economic and market 
conditions dictate, and do not necessarily represent the views of BNY Mellon, BNY Mellon Asset Management 
International or any of their respective affiliates. This document is of general nature, does not constitute legal, tax 
or investment advice, is not predictive of future performance, and should not be construed as an offer to sell or 
a solicitation to buy any security or make an offer where otherwise unlawful. The information has been provided 
without taking into account the investment objective, financial situation or needs of any particular person. 
BNY Mellon Asset Management International Limited and its affiliates are not responsible for any subsequent 
investment advice given based on the information supplied.

Past performance is not a guide to future performance. The value of investments and the income from them is not 
guaranteed and can fall as well as rise due to stock market and currency movements. When you sell your investment 
you may get back less than you originally invested. • While the information in this document is not intended to 
be investment advice, it may be deemed a financial promotion in non-U.S. jurisdictions. Accordingly, where this 
document is used or distributed in any non-U.S. jurisdiction, the information provided is for use by professional 
investors only and not for onward distribution to, or to be relied upon by, retail investors. • Products or services 
described in this document are provided by BNY Mellon, its subsidiaries, affiliates or related companies and may 
be provided in various countries by one or more of these companies where authorized and regulated as required 
within each jurisdiction. This document may not be distributed or used for the purpose of offers or solicitations 
in any jurisdiction or in any circumstances in which such offers or solicitations are unlawful or not authorized, or 
where there would be, by virtue of such distribution, new or additional registration requirements. Persons into whose 
possession this document comes are required to inform themselves about and to observe any restrictions that apply 
to the distribution of this document in their jurisdiction. The investment products and services mentioned here are 
not insured by the FDIC (or any other state or federal agency), are not deposits of or guaranteed by any bank, and 
may lose value. • This document should not be published in hard copy, electronic form, via the web or in any other 
medium accessible to the public, unless authorized by BNY Mellon Asset Management International Limited. 

In Australia, this document is issued by BNY Mellon Asset Management Australia Limited (ABN 56 102 482 815, 
AFS License No. 227865) located at Level 6, 7 Macquarie Place, Sydney, NSW 2000. Authorized and regulated 
by the Australian Securities & Investments Commission. • In Brazil, this document is issued by BNY Mellon 
Serviços Financeiros DTVM S.A., Av. Presidente Wilson, 231, 11th floor, Rio de Janeiro, RJ, Brazil, CEP 20030-905. 
BNY Mellon Serviços Financeiros DTVM S.A. is a Financial Institution, duly authorized by the Brazilian Central Bank to 
provide securities distribution and by the Brazilian Securities and Exchange Commission (CVM) to provide securities 
portfolio managing services under Declaratory Act No. 4.620, issued on December 19, 1997. • Investment vehicles 
may be offered and sold in Canada through BNY Mellon Asset Management Canada Ltd., a Portfolio Manager, 
Exempt Market Dealer and Investment Fund Manager. • In Dubai, United Arab Emirates, this document is issued 
by the Dubai branch of The Bank of New York Mellon, which is regulated by the Dubai Financial Services Authority. 
• In Germany, this document is issued by WestLB Mellon Asset Management Kapitalanlagegesellschaft mbH, 
which is regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht. WestLB Mellon Asset Management 
Holdings Limited is a 50:50 joint venture between BNY Mellon and WestLB AG. WestLB Mellon Asset Management 
Kapitalanlagegesellschaft mbH is a wholly owned subsidiary of this joint venture. • If this document is used or 
distributed in Hong Kong, it is issued by BNY Mellon Asset Management Hong Kong Limited, whose business 
address is Level 14, Three Pacific Place, 1 Queen’s Road East, Hong Kong. BNY Mellon Asset Management Hong 
Kong Limited is regulated by the Hong Kong Securities and Futures Commission for Type 1 (dealing in securities), 
Type 4 (advising on securities) and Type 9 (asset management) regulated activities, and its registered office is at 
6th floor, Alexandra House, 18 Chater Road, Central, Hong Kong. • In Japan, this document is issued by BNY Mellon 
Asset Management Japan Limited, Marunouchi Trust Tower Main Building, 1-8-3  Marunouchi Chiyoda-ku, Tokyo 
100-0005, Japan. BNY Mellon Asset Management Japan Limited is a Financial Instruments Business Operator with 
license no 406 (Kinsho) at the Commissioner of Kanto Local Finance Bureau and is a Member of the Investment 
Trusts Association, Japan and Japan Securities Investment Advisers Association. • In Korea, this document is issued 
by BNY Mellon AM Korea Limited for presentation to professional investors. BNY Mellon AM Korea Limited, 21/F 
Seoul Finance Center, 84 Taepyungro 1-ga, Jung-gu, Seoul, Korea. Regulated by the Financial Supervisory Service. 
• In Singapore, this document is issued by The Bank of New York Mellon, Singapore Branch for presentation to 
professional investors. The Bank of New York Mellon, Singapore Branch, One Temasek Avenue, #02-01 Millenia 
Tower, Singapore 039192. Regulated by the Monetary Authority of Singapore. • This document is issued in the UK 
and in mainland Europe (excluding Germany), by BNY Mellon Asset Management International Limited, 160 Queen 
Victoria Street, London EC4V 4LA. Registered in England No. 1118580. Authorized and regulated by the Financial 
Services Authority. • This document is issued in the United States by BNY Mellon Asset Management.

BNY Mellon holds over 90% of the parent holding company of The Alcentra Group. The Group refers to these 
affiliated companies: Alcentra, Ltd and Alcentra NY, LLC. Only Alcentra NY, LLC offers services in the U.S. • Ankura 
Capital, BNY Mellon Western FMC, Insight Investment and WestLB Mellon Asset Management do not offer 
services in the U.S. This presentation does not constitute an offer to sell, or a solicitation of an offer to purchase, any 
of the firms’ services or funds to any U.S. investor, or where otherwise unlawful. • BNY Mellon holds a 20% interest 
in Siguler Guff & Company, LP and certain related entities (including Siguler Guff Advisers LLC). • BNY Mellon Beta 
Management is a division of The Bank of New York Mellon, a wholly-owned banking subsidiary of BNY Mellon. 
• BNY Mellon Cash Investment Strategies is a division of The Dreyfus Corporation. • BNY Mellon Western Fund 
Management Company Limited is a joint venture between BNY Mellon (49%) and China based Western Securities 
Company Ltd. (51%). The firm does not offer services outside of the People’s Republic of China. • BNY Mellon holds 
a 19.9% interest in The Hamon Investment Group Pte Limited, which is the parent company of Blackfriars Asset 
Management Limited and Hamon U.S. Investment Advisors Limited, through whom Hamon offers services in the 
U.S. • The Newton Group refers to the following group of companies: Newton Investment Management Limited, 
Newton Capital Management Limited, Newton International Investment Management Limited, Newton Capital 
Management LLC, and Newton Fund Managers (CI) Limited. Except for Newton Capital Management LLC and 
Newton Capital Management Limited, none of the other Newton companies offers services in the U.S. • BNY Mellon 
Asset Management International Limited and any other BNY Mellon entity mentioned above are all ultimately 
owned by BNY Mellon.


