
 

 

Greece contagion fears recede 

 
The Greek government’s willingness to concede to international creditors has seen CDS spreads 
tighten in both Greek and periphery countries’ credit.   
 

 Greek CDS spreads have tightened to their lowest point since the January election 

 Spreads in Spain, Italy and Portugal have also tightened 

 CDS spreads in Spain and Italy are still much wider than just prior to the Greek election  
 
The latest Greek crisis appeared to be 
nearing a resolution this week when Germany 
and Greece agreed to a four month bailout 
extension. The latest deal will see Greece 
continue to receive funding from its exiting 
bailout partners in exchange for a host of 
concessions which include privatisation of 
state assets, pension reform and crackdown 
on tax evasion. 
 
Early indications that the final terms of the 
deal will likely be enough to reach agreement 
on have seen credit markets treat Greece 
with less suspicion than at any time since the 
recent election. But fears over contagion 
seem to be founded as Italian and Spanish 
CDS spreads have widened over the last two 
weeks. 
Greek spreads tighten sharply 

 
The news of the recent deal has been well 
received by credit markets as Greek CDS 
spreads tightened significantly on Monday 
February 23rd. Greek 5 year CDS spreads 
finished Monday at 39% upfront, a fall of 2% 
from Friday’s close. The final terms of the 
deal came through in the late hours of 
Monday night and Greek CDS spreads have 

continued to tighten ahead of a meeting of 
European finance ministers which would pave 
the way for final approval. Spreads in the 
early hours of Tuesday morning were 1.5% 
tighter than on Monday; a level not seen 
since the start of the recent spike. 
 
Periphery also tighter 
 
While the recent Greek saga has largely been 
contained within the country, the last four 
weeks have seen a widening of spreads 
across southern Europe with Spain, Portugal 
and Italy all seeing their spreads increase in 
the four weeks after the Greek electorate 
went down the populist route.  

 
 
Spreads in all three countries tightened 
significantly as the prospects of a deal 
increased on Monday, a trend which 
continued on Tuesday as a resolution looked 
likely.   
 
Populist contagion 
 
While the market has reacted positively to the 
recent Greek developments, spreads in Italy 
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and Spain are still some way off the lows they 
registered ahead of the Greek vote on the 
January 23rd. This could potentially indicate 
unease in the credit markets regarding the 
potential of a further spread of populist parties 
such as Spain’s Podemos, which recently 
saw a surge in popularity capitalising on 
austerity fatigue.  
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