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Greece Just Lost Control Of Its Banks, And Why
Deposit Haircuts Are Imminent

Yes, Greek banks may have been insolvent - something that was clear since the first
bailout of 2010 - but at least the Greek state had control over them: as such it
could have mandated mergers, recapitalizations, liquidity injections, even depositor
bail-ins (perhaps the harshest lesson for the ordinary Greek population as a result of
this latest crisis is that deposits are not "cash in the bank" but liabilities of insolvent
financial organizations).

Starting on Wednesday that will no longer be the case.

Because while Greek banks will maintain their capital controls for months and
withdrawals will be limited to €60 or less for months (the ECB is well aware that any
boost to the ELA will result in a promptly surge in deposit outflows until the new ELA
ceiling is reached, and so on ad inf) the one key change on Wednesday when the
Tsipras government, whose coalition no longer has a majority in parliament and will
have to rely on opposition votes, votes through the humiliating Greek "pre-deal” to
unlock negotiations for the promised €86 billion in bailouts (which will be used
almost entirely to repay the Troika) is that it will hand over the keys of Greek
banks to the ECB.

Here is Reuters with this little known fact:

One of the preconditions imposed on Greece for a deal is that it signs into law
European rules that would put euro zone authorities at the ECB and in
Brussels, rather than Athens, in charge of identifying and closing or
breaking up sick banks.

This in turn could lead to a shake-up of the sector that could see some banks
close, with losses pushed onto bondholders and possibly even large
depositors. In such circumstances, there would be little that Athens could
do to prevent this.

One European official had told Reuters that the number of big banks in the
country could be reduced from four - National Bank, Piraeus, Eurobank and

Alpha - to as little as two. -- Source: http://uk.reuters.com/article/2015/07/13/eurozone-
greece-ecb-idUKL5N0ZS0W520150713

Keep in mind the primary leverage the ECB had over the Greek government was the
hint that if only Greece agrees to the terms, the European Central Bank just may be
nice enough to ease ELA haircuts and eventually boost the ELA ceiling to allow
the phasing out of capital controls and permit Greeks access to their savings.

This will not happen.

Unfortunatley, the moment the Greek government votes through the "deal" required
by Summit document SN 4070/15 *, the Greek government will not only hand over



sovereignty to €50 billion of Greece's choicest assets to some escrowed fund
controlled by Belgium and designed to liquidate Greek assets to repay the Troika, it
will also give up all control of the nation’s €120 billion or so in leftover personal
and corporate deposits, also known as unsecured liabilities.

And since the banks are undercapitalized by at least €25 billion, and realistically
over €60 billion, if one takes into account NPLs which at 50% are a very optimistic
estimate for a country in depression for 6 consecutive years, the first decision the
ECB will do once it realizes the sorry state of financial affairs in Greece is to do
precisely what the government could have done but did not have the guts when it still
had control: overnight it will out about 50% of Greek depositors.

In other words, Greece is about to hand over the keys to the only thing that is forcing
it to hand over the keys.

Unfortunately for Greece, there will be absolutely nothing its government can do to
avoid this because on Wednesday, the Greek government will vote to hand over
its sovereignty to Europe for, sadly, absolutely nothing in return.

Our only question, one we first asked in April, is whether as part of the deal,
the 112.5 tons of official Greek gold will also be handed over to Frankfurt,
Berlin or Brussels. Recall back in 2012:

Ms. Katseli, an economist who was labor minister in the government of George
Papandreou until she left in a cabinet reshuffle last June, was also upset that
Greece’s lenders will have the right to seize the gold reserves in the Bank
of Greece under the terms of the new deal. **

Since this bailout has the most draconian terms yet, we wonder just what the fate of
Greek gold will be? -- emphasis, zerohedge --

Notes:

* http://www.ara.cat/mon/Lacord-cimera-liders-europeus-Grecia_ ARAFIL20150713_0002.pdf

** http://www.zerohedge.com/news/negative-salaries-negative-bailout-and-now-negative-gold-greece-
just-became-banksters-paradise



