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The Greek referendum: Raising the stakes 

 The announcement by Greek prime minister George Papandreou to call a referendum on the 
acceptability of the second aid package has added to disarray in sovereign spreads this morning, 
and the vote is likely to continue to be a source of instability over the coming weeks. Assuming 
that the government wins the confidence vote in parliament this week and the referendum takes 
place, we think it likely that the people of Greece will vote for the aid package, probably allowing 
Greece more breathing space going forward. However, a referendum raises the stakes considerably 
for Greece and the crisis as a whole: the impact of a no vote could be very significant, and the 
market will have to price that to some extent. 

 At present, our best guess is that the Greek people will vote in favour of the terms of the second aid 
package because of the potentially severe consequences of not doing so, as much for Greece as for 
the euro area, and below we consider some of the consequences of the referendum result. 

 However, if the parliamentary confidence vote later this week does not pass, general elections 
would likely be of a higher priority and the referendum proposal would probably become 
redundant. The confidence vote will likely be close anyway. Mr. Papandreou’s PASOK party has a 
majority of 152 seats out of 300 in the Greek parliament, following another defection by a PASOK 
parliamentarian on Tuesday. In addition, 6 PASOK members have called for Mr. Papandreou’s 
resignation on Tuesday, according to Greek news agency ANA. 

 The Greek press reports state that the referendum will take place in December or January. Even if 
the final vote approves the second aid package, uncertainty over the result is likely to be a driver of 
more volatility in European sovereign debt markets until then. The potential of increased contagion 
comes at an unwelcome time, at the point that European policy makers are seeking investor 
participation in new facilities established to help contain the crisis in Italy and Spain. 

 There is also a possibility that the referendum announcement might hinder the payment of the 
IMF’s share of the 6th tranche of the first aid package, due to be paid in the next few weeks. The 
IMF has not yet formally approved the payment, and the promise of a second aid package has 
become a condition for further aid disbursement by the IMF. However, we believe the payment 
will still go ahead. The troika (of advisers from the European Commission, the ECB and the IMF) 
has already recommended that the payment be made and until and unless Greece votes against the 
second aid package, enough of a case can be made that it will take place. 

 Despite public and policy maker reaction to the announcement, it is not a complete surprise that a 
referendum has been called as the Greek parliament voted on 4 October to allow a referendum in 
the near future. However, at the time, the government did not state that it would be held to approve 
the aid package, with interior minister Haris Kastandis leaving its purpose as more general: “The 
question that will be posed will relate to the fundamental interests of the Greek people in the face 
of the fiscal and economic crisis… It will involve a question or questions that will relate to the  
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crucial economic and fiscal situation.” 

 The referendum would not have been possible at all until last month, when the Greek parliament 
voted to allow referendums for issues of great national importance. In Greece’s modern history the 
only referendum carried out to date was in 1974, over the question whether to restore the 
monarchy after the end of military rule. 

Consequences of a “yes” 

 Greece needs a political consensus behind its efforts to reduce its deficit and return to a primary 
surplus. A referendum result in favour of the measures asked of the country by the EU and the IMF 
would clearly achieve that. With a large enough majority, a mandate of this kind might even last 
for some time, with the potential of enabling future payments of aid and – along with PSI/default – 
clearing a path to debt sustainability. 

 Political support for deficit reduction could of course also be achieved through other means such as 
the forming of a national coalition government or via new elections. The opposition New 
Democracy party, while recognising the need for austerity, has argued that the government should 
have negotiated harder for a shallower gradient of deficit cuts. Perhaps in the light of this, Mr. 
Papandreou’s response to calls for early elections has been that such a move would be “dodging 
the issue”, according to the Greek press. 

 One of the major concerns about Greece has been its ability to commit itself to the austerity 
demands of the EU and IMF. The parliamentary vote on the medium term austerity plan was 
passed at the end of June by only a handful of votes. The 2012 budget went through more 
comfortably, but the combination of an increasingly difficult political process for budget approvals 
and anger elsewhere in Europe over budget implementation in Greece has provided us with a bleak 
outlook for Greece until now. A yes vote should facilitate future commitments to deficit reduction 
and the implementation of it. 

Consequences of a “no” 

 The potential consequences of a “no” vote might be for deeper PSI or more EU/IMF funds in the 
best case scenario, or bank runs and/or euro exit in the worst case. 

 The exact question being asked of the Greek people will have to be designed carefully. Assuming 
it is one between the requirements of the second aid package as it will stand and an alternative path 
of austerity, the government would in theory have to go to the EU and the IMF to re-negotiate the 
terms of the aid package, in the case of a rejection of the government’s policies. But were Greece’s 
deficit reduction to be less front-loaded than planned, more funds would have to be made available 
to the Greek state, either from the public sector in the form of increased aid payments or - more 
probably - from the private sector in the form of greater concessions in PSI.  

 The EU and IMF would of course need to agree to take that course. In the unlikely event that they 
rejected it, at an extreme Greece might be forced to leave the euro in order to monetise government 
spending and keep its banking system afloat. Perhaps for this reason, some European politicians 
are already referring to the vote as a referendum on euro membership. Naturally, the possibility 
alone of that outcome might have the potential to trigger widespread deposit withdrawal from the 
banking system in Greece. But were an exit actually to take place the probability of bank runs 
elsewhere in the euro area (among other undesirable events) might also be high because of the 
newly-set precedent of euro exit.  

 As a result, we think that a deeper financial loss for bondholders, possibly through coercive action, 
would seem the most likely scenario in a “no” vote. In either case new elections would also be 
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needed in order to provide the Greek government with a mandate to govern. Much will depend on 
the wording of the question, but it would of course be necessary for the newly-elected to 
government to respect the referendum result. 
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Required Disclosures 
 
This report has been prepared by UBS Limited, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates 
are referred to herein as UBS. 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; 
historical performance information; and certain additional disclosures concerning UBS research recommendations, 
please visit www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is 
not a reliable indicator of future results. Additional information will be made available upon request. UBS Securities Co. 
Limited is licensed to conduct securities investment consultancy businesses by the China Securities Regulatory 
Commission. 
  
   
 
UBS Global Credit Strategy and Research: Recommendation Definitions 

UBS employs a recommendation scheme designed to rank potential investment opportunities within non-government fixed 
income markets and sectors. 

 
Time 
Horizon 

UBS 
Terminology Expectation Definition 

Sector recommendations 3 months OVERWEIGHT outperform 
  MARKET WEIGHT perform in line 
  UNDERWEIGHT underperform 

Sector is anticipated to <expectation> other sectors 
in the local currency investment universe* over a 
three-month horizon  

Company credit 
fundamentals 

6 months IMPROVING improve 

  STABLE remain stable 
  DETERIORATING deteriorate 

Credit fundamentals of the company are anticipated 
to <expectation> over the next six months 

Company / bond 3 months BUY outperform 
  HOLD perform in line 
  SELL underperform 

Company/Bond is anticipated to <expectation> other 
companies/bonds within a given peer group in the 
local currency investment universe* over a three-
month horizon 

Credit Default Swaps 3 months BUY protection widen by 5 bps or 
more 

  NEUTRAL 
protection 

neither widen nor 
tighten by more than 5 
bps 

  SELL protection tighten by 5 bps or 
more 

CDS level anticipated to <expectation> 

All recommendation types N/A Under Review N/A The recommendation is under review and a new 
recommendation may be published within the next 
18 days 

Note: Recommendations for periods under 3 months are defined as 'Tactical', as in Tactical Buy  or Tactical Sell. 
* Europe - iBoxx NonSovereign € and NonGilt £ universe measured on a curve-adjusted, excess return basis 
For UBS Ratings please refer to the Recommendations Definitions table on www.ubs.com/disclosures. 
Source: UBS 
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Company Disclosures 

Issuer Name 
Federal Republic of Germany 
France2, 4 
Greece 
Ireland 
Japan 
Kingdom of Belgium2, 3, 4, 16 
Portuguese Republic 
Republic of Italy2, 4 
Spain 
United Kingdom of Great Britain2, 4, 5, 16 
United States 

Source: UBS; as of 01 Nov 2011. 
  
2. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of securities of 

this company/entity or one of its affiliates within the past 12 months. 
3. UBS Limited is acting as advisor to the Belgian State on the restructuring of the Dexia Group. 
4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking 

services from this company/entity. 
5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking services 

from this company/entity within the next three months. 
16. UBS Limited has entered into an arrangement to act as a liquidity provider and/or market maker in the financial 

instruments of this company. 
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This report has been prepared by UBS Limited, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. In certain countries, UBS AG is referred 
to as UBS SA. 
 
This report is for distribution only under such circumstances as may be permitted by applicable law. Nothing in this report constitutes a representation that any investment strategy or 
recommendation contained herein is suitable or appropriate to a recipient’s individual circumstances or otherwise constitutes a personal recommendation. It is published solely for information 
purposes, it does not constitute an advertisement and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments in any jurisdiction. No 
representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein, except with respect to information 
concerning UBS AG, its subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in the report. UBS does not 
undertake that investors will obtain profits, nor will it share with investors any investment profits nor accept any liability for any investment losses. Investments involve risks and investors should 
exercise prudence in making their investment decisions. The report should not be regarded by recipients as a substitute for the exercise of their own judgement. Past performance is not 
necessarily a guide to future performance. The value of any investment or income may go down as well as up and you may not get back the full amount invested. Any opinions expressed in this 
report are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria. 
Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained herein is based on numerous assumptions. 
Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other 
constituencies for the purpose of gathering, synthesizing and interpreting market information. UBS is under no obligation to update or keep current the information contained herein. UBS relies 
on information barriers to control the flow of information contained in one or more areas within UBS, into other areas, units, groups or affiliates of UBS. The compensation of the analyst who 
prepared this report is determined exclusively by research management and senior management (not including investment banking). Analyst compensation is not based on investment banking 
revenues, however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which investment banking, sales and trading are a part. 
The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options, derivative products and futures are not suitable for all investors, and 
trading in these instruments is considered risky. Mortgage and asset-backed securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates 
and other market conditions. Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or income of any security 
or related instrument mentioned in this report. For investment advice, trade execution or other enquiries, clients should contact their local sales representative. Neither UBS nor any of its 
affiliates, nor any of UBS' or any of its affiliates, directors, employees or agents accepts any liability for any loss or damage arising out of the use of all or any part of this report. For financial 
instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC and/or UBS Capital Markets LP) acts as a market maker or 
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity provider is carried out in 
accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in this research report. UBS and its affiliates and 
employees may have long or short positions, trade as principal and buy and sell in instruments or derivatives identified herein. 
Any prices stated in this report are for information purposes only and do not represent valuations for individual securities or other instruments. There is no representation that any transaction 
can or could have been effected at those prices and any prices do not necessarily reflect UBS's internal books and records or theoretical model-based valuations and may be based on certain 
assumptions. Different assumptions, by UBS or any other source, may yield substantially different results. 
United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is communicated by UBS Limited, a subsidiary of UBS AG, to persons who are eligible 
counterparties or professional clients and is only available to such persons. The information contained herein does not apply to, and should not be relied upon by, retail clients. UBS Limited is 
authorised and regulated by the Financial Services Authority (FSA). UBS research complies with all the FSA requirements and laws concerning disclosures and these are indicated on the 
research where applicable. France: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France SA. UBS Securities France S.A. is regulated by the Autorité des 
Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this report, the report is also deemed to have been prepared by UBS Securities France S.A. 
Germany: Prepared by UBS Limited and distributed by UBS Limited and UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht 
(BaFin). Spain: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities España SV, SA. UBS Securities España SV, SA is regulated by the Comisión Nacional del 
Mercado de Valores (CNMV). Turkey: Prepared by UBS Menkul Degerler AS on behalf of and distributed by UBS Limited. Russia: Prepared and distributed by UBS Securities CJSC. 
Switzerland: Distributed by UBS AG to persons who are institutional investors only. Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS Italia Sim S.p.A.. UBS Italia Sim 
S.p.A. is regulated by the Bank of Italy and by the Commissione Nazionale per le Società e la Borsa (CONSOB). Where an analyst of UBS Italia Sim S.p.A. has contributed to this report, the 
report is also deemed to have been prepared by UBS Italia Sim S.p.A.. South Africa: UBS South Africa (Pty) Limited (Registration No. 1995/011140/07) is a member of the JSE Limited, the 
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UBS Securities LLC or UBS Financial Services Inc. accepts responsibility for the content of a report prepared by another non-US affiliate when distributed to US persons by UBS Securities LLC 
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