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Euro member exit: a new approach 

Cass Business School white paper proposes viable blueprint  

With Greece's position in the euro looking increasingly uncertain, a new white paper from Cass 
Business School, part of City University London, proposes a plan for a euro member to exit without 
the catastrophic consequences feared by many. 
 
A soft consensus has developed that if a country were to leave the euro it would have to exit 
unilaterally to a floating exchange rate and that bank deposits would have to be devalued alongside 
domestic contracts.  
 
The paper by Rob Thomas, Advisory Board member of Cass’s Centre for Asset Management 
Research, questions these assumptions. 
 
The author argues that the risk to the eurozone economy of a unilateral exit would be such that all 
parties would realise the need to agree an exit plan, that only a fixed exchange rate would provide the 
exiting country with the stability it required and, crucially, that the value of bank deposits in the exiting 
country can and should be preserved by applying a more favourable conversion rate to them.  
 
Maintaining the value of deposits on redenomination would remove the need for a surprise 
announcement in the exiting country, implemented over a weekend, as well as the need for capital 
controls. It would also remove the risk of capital (deposit) flight from other weak euro zone members. 
 
The key elements of the proposal are: 

 
• The euro zone needs an agreed blueprint for member exit.  Exit would need to be agreed 

between, for example, Greece, the other euro zone members, the European Central Bank 
(ECB) and the EU. Unilateral exit must be avoided because the consequences for the euro 
zone and the global economy would be catastrophic 

 
• All euro denominated contracts governed by Greek law would be converted at a rate of one 

new drachma for one euro 
 
• All euro contracts governed by foreign law would remain in euros 
 
• The value of the new drachma would be fixed at two drachma to the euro supported by the 

ECB and Bank of Greece. This would be the cornerstone of Greece's post exit monetary 
policy, ensuring that any price rises do not become embedded in permanently high inflation 

 
• Greek banks would convert their assets and liabilities governed by Greek law at a rate of one 

for one with the exception of deposits which would be converted at two new drachma for each 
euro based on the lower of the balance outstanding on 'announcement day' and 'conversion 
day' 

 
• As a result, the value of deposits in Greek banks would be protected. Therefore, exit would 

not have to be rushed (redenomination over a weekend as some have suggested), no capital 
controls would need to be imposed and the risk of contagion of panic cash withdrawals from 



other weak euro members would be removed. Indeed, this blueprint would encourage 
depositors in other peripheral countries to repatriate funds already moved abroad 

 
• Conversion day would be set six months after announcement day, giving banks and others 

time to prepare for the redenomination. This would also be sufficient time to have drachma 
bank notes ready 

 
• Greek banks would receive a 'balancing credit' from the Greek government on conversion 

day, both to allow for the likely excess of foreign liabilities over foreign assets that would 
remain in euros and to allow for the higher rate of exchange applied to deposits 

 
• The report’s author estimates that the cost of the balancing credit would be approximately 260 

billion new drachma (130 billion euros). 190 billion drachma (95 billion euros) of this would 
cover the cost of converting deposits at the higher two for one rate and the remaining 70 
billion drachma (35 billion euros) would cover the mismatch in assets and liabilities that would 
remain in euros 

 
• The Bank of Greece would fund this one-off balancing credit on behalf of the government by 

creating new money. The cost of the balancing credit would thus be met by Greece. It should 
not be inflationary as banks would be required to repay ECB debts with the proceeds (i.e. 
Greece's TARGET2 liabilities should be repaid in full) and because in a fixed exchange rate 
regime the quantity of money in circulation will be determined by demand not supply (i.e. 
central bank currency reserves will adjust to meet money demand). 

 
Report author Rob Thomas comments: "In fact, if Greece decided it needed to exit, it would have to 
work with the ECB and its euro zone partners to successfully manage the transition. Greece would 
need a fixed exchange rate to give its post exit monetary policy credibility. Finally and most 
importantly, it would be vital to maintain the value of euro bank deposits in Greece to avoid 
'confiscation by redenomination'. This would not only be more just, it would also make euro exit 
practical by negating the need for a surprise announcement or the introduction of capital controls and 
it would remove the risk of capital (deposit) flight from other weak euro zone countries". 
 

MEDIA: For a copy of the report or to speak to report author Rob Thomas contact: 
Chris Johnson, Press Officer, Cass Business School 
Tel: +44 (0)20 7040 5210 
E-mail: chris.johnson.1@city.ac.uk 
 

Notes for editors: 

Copies of the report can be purchased from the Centre for Asset Management Research at 
Cass Business School via http://www.lulu.com/shop/rob-thomas/how-to-manage-a-euro-
exit/ebook/product-20566867.html 

Rob Thomas is an economist and adviser on financial markets. His early career spanned the Bank of 
England and high profile City roles at UBS and UBS Warburg. In 2001 he developed a proposal to set 
up a pan-European mortgage funding entity to help promote EU mortgage market integration. This 
project was backed by Abbey National, Credit Agricole, HVB, BBVA and Millennium BCP. As well as 
being on the Advisory Board of the Centre for Asset Management Research at Cass Business 
School, Rob is currently a consultant to financial services firms. 
 
Cass Business School, which is part of City University London, delivers innovative, relevant and 
forward-looking education, consultancy and research. Located in the heart of one of the world’s 
leading financial centres, Cass is the business school for the City of London.  
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Cass MBA, specialist Masters and undergraduate degrees have a global reputation for excellence, 
and the School supports nearly 100 PhD students.   
 
Cass offers one of the widest portfolios of specialist Masters programmes in Europe.  It also has the 
largest faculties of Finance and Actuarial Science and Insurance in the region.  It is ranked in the top 
10 UK business schools for business, management and finance research and 90% of the research 
output is internationally significant.  
 
Cass is a place where students, academics, industry experts, business leaders and policy makers can 
enrich each other's thinking. For further information visit: www.cass.city.ac.uk.  
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