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1.3. Factor model forecasts for the 
short-term prospects in GDP

Factor Model Economic Forecasting Unit
Ersi Athanassiou, Theodore Tsekeris, 
Ekaterini Tsouma

The current section presents the updated estimate of 
the rate of change of real GDP in Greece for 2020,1 
based on KEPE’s dynamic structural factor model.2 
The underlying time series database used to estimate 
the model and produce the forecasts includes 126 var-
iables,3 covering the main aspects of economic activity 
in the country on a quarterly basis, spanning the time 
period from January 2000 up to March 2020. In addi-
tion, this section includes a reference to the altered 
conjuncture related to the COVID-19 pandemic. It is 
noted that, at this stage, the estimates rely on statis-
tical data pertaining only to a very short period char-
acterised by the implementation of emergency meas-
ures restricting and suspending economic and social 
activity in the country due to the pandemic. Existing 
evidence for the months of April and May, which is not 
included in the data sample due to partial availability, 
already indicates the unprecedented effects of the im-
plemented measures aimed at containing the spread-
ing of the pandemic. A more representative projection 
of the overall course of real GDP in 2020 will be given 
after the incorporation of statistical data for the second 
quarter, allowing an updated estimation of KEPE’s fac-
tor model. In any case, the immense shock caused 
by the pandemic, alongside the arising uncertainty, 
generally complicate the forecasting of the evolution 
of major macroeconomic aggregates in 2020. The dif-
ficulty in projecting economic developments in 2020 
further lies in the fact that it is not straightforward to 
accurately quantify the potential positive impact of the 
extraordinary measures taken to shield the domestic 

health system, address the arising liquidity shortfalls 
of firms and support households financially. The relat-
ed effects are expected to pass through to economic 
aggregates in the short to medium term.

According to the econometric estimates based on 
data up to the first quarter of 2020 (which indicate 
that real GDP contracted by -0.9%, compared to the 
respective quarter of 2019, on the basis of seasonally 
and calendar adjusted figures, and by -1.2%, on the 
basis of unadjusted figures), the mean annual rate 
of change of real GDP would have been expected to 
move around -0.2% in 2020, provided that the under-
lying shock would be restrained to the first quarter of 
the year. Therefore, it can be assumed that, in the cur-
rent uncommon conjuncture, the model considerably 
underestimates the depth of the economic recession 
in Greece for 2020, which is projected by international 
and national institutions to be far more profound. The 
underestimation can be attributed, on the one hand, to 
the fact that the incorporated data reflect the particu-
larly positive developments in the Greek economy dur-
ing the first two months of the year. On the other hand, 
they include only partially the severe shock that the 
Greek economy is undergoing as a result of the public 
health emergency and the onset of the implementation 
of the lockdown measures in March. 

Regarding the course of the economic variables used 
to estimate the factor model4 and beginning with the 
major GDP components, private consumption, in-
vestment and services’ exports decreased in the 
first quarter of 2020, compared to the same quarter of 
2019, while General Government consumption, goods’ 
exports and goods’ and services’ imports increased. 
Increasing trends were further depicted in the course 
of the general volume index in retail trade and a num-
ber of the related sub-indexes, the economic senti-
ment indicator for Greece, the General Index of the 
Athens Stock Exchange and building activity (in terms 
of volume, based on permits issued). In addition, all 
the included indicators reflecting expectations and 
assessments by agents moved upwards in the first 

1. The date of the forecast is June 18, 2020. 

2. A detailed description of the model can be found in Issue 15 (June 2011, pp. 19-20) of KEPE’s scientific journal entitled Greek Economic 
Outlook. See <https://www.kepe.gr/images/oikonomikes_ekselikseis/issue_15enb.pdf>.

3. The database incorporates both real economy and nominal variables, as well as a considerable number of variables reflecting expecta-

tions and assessments of economic agents, as reported in earlier issues of the Greek Economic Outlook. The seasonal adjustment of the 

time series is carried out by use of the Demetra+ software, using the TRAMO/SEATS filter. 

4. The ascertainments refer to the course of the variables on a non-seasonally adjusted basis, except for the economic sentiment indicators.
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decrease in April and May by -6.5% and -19.5% in 
business expectations in industry, -3.6% and -31.6% 
in business expectations in retail trade, and -74.6% 
and -65.5% in business expectations in construction, 
respectively. 

Overall, the Greek economy is expected to be severe-
ly hit by the pandemic shock due to its dependence 
on external demand and the high contribution to the 
total economic activity of sectors which are most ad-
versely affected by the shock. More specifically, the 
contribution of services’ receipts to the domestic 
economy, through the tourism and transport sectors, 
renders the country particularly vulnerable to the un-
derlying pandemic disturbance. The scope of the ex-
pected contraction, which is subject to substantial un-
certainty, will crucially depend upon the course of the 
pandemic in the country during the upcoming months 
and its repercussions regarding demand and supply 
dynamics, Greece’s export performance, investment 
and saving decisions by businesses and households, 
employment and unemployment and, thus, incomes, 
as well as regarding financial conditions and fiscal ag-
gregates. 

The anticipated positive effects of the timely and wide-
ranging exceptional compensatory measures imple-
mented by the Greek government are also expect-
ed to contribute significantly to the developments in 
2020. Major significance is further ascribed to all the 
related fiscal and financial support measures planned 
to be implemented at the European level. In parallel, 
it should be stressed that in early 2020, and before 
the outbreak of the pandemic, the Greek economy 
positively progressed in terms of basic economic ag-
gregates, the rebalancing of major fiscal aggregates 
and the implementation of crucial reforms. As a result, 
based on the effective management of the pandem-
ic so far, and if the impact of the associated shock 
remains short-lived and subsides towards the end of 
the year, the Greek economy is expected to gradually 
recover and return to positive real GDP growth rates 
in 2021. 

quarter of 2020, while a favourable course charac-
terised spreads (the difference between Greek and 
German 10-year bonds), which declined significantly 
compared to the respective quarter of 2019. Further-
more, improvements were recorded in terms of com-
petitiveness, as implied by several of the underlying 
indicators. More importantly, the unemployment rate 
declined significantly (on an aggregate level, as well 
as for the long-term and the newly unemployed), while 
the rising trend in employment was preserved (on an 
aggregate level, as well as in the secondary and ter-
tiary sectors).

On the contrary, decreasing trends characterised the 
general industrial production index (mainly due to the 
fall in the category of energy), the general turnover in-
dex in industry for the overall, the domestic and the 
non-domestic markets (with the category of energy 
once again significantly contributing to the decline), 
the production index in construction (mainly due to 
the considerable fall in the sub-category of production 
of civil engineering), travel and transport receipts, pas-
senger cars (based on licenses issued), the turnover 
index for wholesale trade and the turnover index for 
motor trades. The economic sentiment indicator for all 
European Union countries also declined. 

The course of the real GDP in 2020 and, hence, the 
overall economic developments are expected to be 
far more adverse than implied by the above estimate, 
as is clearly signaled by the limited evidence provided 
by statistical data referring to the months of April and 
May, which are already published. Indicatively, refer-
ence can be made, compared to the corresponding 
months of 2019, to: the decline by -9.9% in the general 
industrial production index in April; the fall by 28.9% in 
receipts on the basis of the services’ balance in April, 
driven by the unprecedented decrease by -98.7% in 
travel receipts; the decline by -18.8% and -21.3% in 
April and May, respectively, in the General Index of 
the Athens Stock Exchange (closing prices); the fall 
by -2.6% and -13.6% in April and May, respectively, 
in the economic sentiment indicator for Greece; the 


