1. Recent (macro-)economic developments
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1.1. The evolution of the demand
components before the “Omicron”
appearance

1.1.1. Introduction — domestic and external
demand

Yannis Panagopoulos

In this section, using the existing recorded macroeco-
nomic data, we proceed to the analysis of the current
developments of the Greek economy during the pan-
demic. Based on the results of Table 1.1.1, we observe
the continuation of the positive “climate” of the econ-
omy, from the 2™ to the 3 quarter of 2021, in a peri-
od which is considered as a period of the pandemic’s
decline. In the 3 quarter of 2021, the growth of the
economy continued, but at a slightly lower rate than
that of the 2" quarter of the same year. In detail, from
16.6% in the 2" quarter of 2021, the economy growth
of the 3" quarter declined to 13.4%. Additionally, on
a nine-month basis, we also observe the serious re-
versal of the growth rate of the economy. So, from a
recession of 9.24% in the first nine months of 2020,
we moved to a growth of 9.38% in the corresponding
period of 2021.

Regarding the macroeconomic factors that contrib-
uted to the continuation of the high GDP growth in
the 3 quarter of 2021 (13.44%), on an annual basis
(y-0-y), we should underline the positive rates for all
of them. More specifically, the largest positive rate
was recorded by exports of goods & services (48.6%)
followed, in order of magnitude, by fixed capital for-
mation (18.10%), private consumption (8.6%) and
public consumption (5.7%). On the other hand, the
imports of goods and services continued to move
with a high positive rate during the same period
(21.7%), but this has a negative contribution effect on
economic growth.

The same positive picture with respect to the nine-
month period, but with relatively lower rates due to the
negative contribution of the 1t quarter of 2021, appears
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in Table 1.1.1. More analytically, in decreasing order of
magnitude, exports of goods & services (24.7%), fixed
capital formation (16.3%), private consumption (5.7%)
and public consumption (5.4%) are the most important
factors on the nine-month basis for 2021.

Domestic demand is also reported with a positive
sign for the 3 quarter of 2021, although smaller that
of the 2 quarter (Figure 1.1.1). Based on the exist-
ing components, from the recorded GDP growth (us-
ing seasonally adjusted data), we observe that private
consumption was the most positive factor, with a rate
significantly higher than that of fixed capital formation
and of public consumption, in the 3 quarter of 2021
(6.02 versus 2.20 and 1.26, respectively).

Concerning now the relative contribution between
external and domestic demand (international vs. do-
mestic demand, respectively), during the 3 quarter of
2021, a comparatively more important positive role of
the latter in the change of GDP (8.42) emerges. Addi-
tionally, the balance of goods and services also had a
positive effect as a contribution to GDP, but the change
in inventories had a slightly negative effect (5.16 and
-1.28, respectively) (see Figure 1.1.2).

Regarding the trend of the Economic Sentiment In-
dex (ESI), as a “proxy” of future demand, it is known
that, like some other leading indices, it offers valuable
information from both business and household per-
spectives concerning the economy. It is also an im-
portant indicator for the economy and can be used for
the predictions relating to the future of GDP growth.
As demonstrated by Figure 1.1.3, the trend of the ESI
index until August 2021 was upward, reaching 113
points (from 90.7 points at the beginning of the year).
Then and up to the end of 2021, there was volatility
in a zone between 110 and 113 points for the index.
This volatility can be attributed to two main factors:
The continuation of the Covid-19 pandemic with the
appearance of “Omicron” and the existence of glob-
ally strong inflationary pressures triggered by energy
prices.

Below is a more detailed discussion on the contribu-
tion of the country’s balance of goods and services to
GDP, for the 3 quarter of 2021.



8E'6
2c9'0¢e
08'8
00'vL
v1'8€
89°L1L
0Lv¢
009
0€'91
€v'S

€L°9

1202/6 01 |

ve'6-
L0ch-
6G°G-
VANVAS
9¢'9¢-
[
ov'le-
0S¢
150~
0Lt
€c'l-

0202/6 01 |

vvel
L1'89
L0°0L
0L'le
858
61’6

09’8y
LE°S

0L'8L
0L's

09'8

€0 Lcoc

1991
€SIy
0L'8tL
0L'€e
(A 4%
8691
0€'9¢
S6' v
0L'LL
09's

oLel

cO Lcoe

06'}-
6v'L-
L7}
ov'e-
8cvl
98'8

08°0-
€e'e-
oL'el
00's

0S'v-

LO Leoe

ge'L-
90°0¢-
G¢'c-
06'6-
68°GE-
9g’el
0401~
¢c's-
ov'e
or's

08'9-

0 0c0c

00°FL-
81'0¢c-
€8'¢c-
ov'Z-
8.°€G-
L'y
0L'vE-
€00
090
0e's
00°6-

€0 0c0c

‘sallojusAU| Buipniox3 «

610z Buuds ‘Bunsesslod D3 pue sjunoody [euoneN ay} Jo eyep Auauenp) :89.nos

89'GlL-
€1'0c
LO'EL-
0S'v1-
8€°¢S-
6€°¢-
00°0€-
L0'6-
09t
00¢c-
0S'€lL-

¢ 0coc

€0}~
65V
v6°0-
0t°0
09°¢-
6S'c
0S°0
og’|
06'¢-
08t
080

1O 0coc

vl
Geok
ev'l-
oe’'t
Gc'v
8v'c-
oe’t
L
010
09'L

oe’t

0 610¢C

(%) dao v
S90INBS
SpooKY)
$92IMI8S pue spoob Jo spodw|
S90INMOS
SpPooK)
S92IAI8S pue spoob Jo spodxg
«puewap a1ebaibby
uonew.oy} [ended paxiq
uondwnsuod olignd

uoidwnsuo9 ajeAlld

(G10z=4e0/ B8SEQqQ SawnjoA ‘elep pajsnipe Ajjeuosess ‘%)

sa.nbiy o1wouods040eW diseg L°L'| 319Vl

KEPE, GREEK ECONOMIC OUTLOOK 2022/47



FIGURE 1.1.1
Components of domestic demand*
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* Data processing by the author.

FIGURE 1.1.2
Domestic and net external demand
(components)*
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* Data processing by the author.

Note: The contribution of the change in inventories for
2020Q3 has been approximately calculated by the author
and is not from the official data of ELSTAT.
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FIGURE 1.1.3
Economic Sentiment Index (ESI)
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Balance of goods and services

The contribution of the external sector (exports minus
imports) to GDP growth for the 3 quarter of 2021, as
already mentioned above, is generally considered as
quite positive (5.16 points) and broadly reflects the im-
provement of the economic situation after Q1 2021.

Starting from total exports, it should be noted that
they increased in the 3 quarter of 2021 with a rate
of 48.6%. More specifically, services, which constitute
the relatively smallest part of exports in billions of euros,
showed an excessive increase of 84.5%, while goods,
which were the largest part of exports, showed a small-
er increase of 9.19% over the same period. As far
as imports of goods and services are concerned, in
contrast to the structure of exports, they are more
balanced, as a distribution, and have increased by
21.7%. More specifically, imported services showed
a large increase of 58.1%, while imported goods was
clearly less increased than the imported services, at
10.07%.

Additionally, as shown by the corresponding his-
tograms of Figure 1.1.4, after the 1%t quarter of 2021,
there is a reversal of the picture of the two compo-
nents with the positive (as usual) contribution of the
export component and the corresponding negative
contribution of the import component to GDP, for both
quarters that followed (2021Q2 & Q8). As a result of
the return of this “normality” for exports and imports,
referring to their role in GDP, we also observed the



FIGURE 1.1.4
Components of external demand*
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progressive improvement of net exports, with a small
negative contribution to the GDP growth in 2021Q2
(-0.91), accompanied by a strong positive contribu-
tion in 2021Q3 (5.16).

Next, a detailed presentation on private consumption
and investment is presented.

1.1.2. Private consumption and investment

Konstantinos Loizos

1.1.2.1. Private consumption

Rising trend in private consumption during the first
three quarters of 2021

According to the quarterly seasonally adjusted Na-
tional Accounts, the private consumption of house-
holds and NPISH? increased to 30,891 million euros
in current prices during the third quarter of 2021,
from 30,524 million euros in the second quarter and
29,878 million euros in the first quarter of the same
year. Moreover, in terms of chain-linked volumes (ref-

erence year 2015), private consumption increased
to 31,207 million euros in the third quarter of 2021
with respect to 30,877 million euros in the second
quarter of the same year and 30,328 million euros
in the first quarter of 2021. Additionally, percent-
age changes?® with respect to the previous quarter,
based on seasonally adjusted chain-linked volumes,
remained positive in the first three quarters of 2021,
despite a falling trend since; from 2.4% in the first
quarter of 2021, it decreased to 1.8% in the second
quarter and to 1.1% in the third quarter of the same
year. However, the evolution of percentage chang-
es with respect to the corresponding quarter of the
previous year showed a rising trend; namely, from
-4.5% in the first quarter of 2021, it increased to
13.1% in the second quarter and maintained its high
and positive value in the third quarter of 2021 at the
level of 8.6%. The end of the second lockdown dur-
ing the spring of 2021 and the revival of economic
activity in the following summer contributed to this
positive development.

However, private consumption as a percentage of
GDP showed a falling trend, declining during the
third quarter of 2021 to 66.48% of GDP with respect
to 67.44% in the second quarter and 68.45% in the
first quarter of 2021, as is evident by Figure 1.1.5.
Likewise, public consumption as percentage of GDP
decreased from 21.89% in the first quarter of 2021
to 21.46% of GDP in the second quarter and 21.28%
in the third quarter of 2021. Contrary to the above,
we observe a significant increase in gross capital
formation (fixed capital and changes in inventories)
as a percentage of GDP; from 12.81% of GDP in the
first quarter of 2021, it increased to 21.49% in the
second quarter, only to fall again to 20.09% of GDP
in the third quarter of 2021. However, net exports as
a percentage of GDP showed consistently negative
figures (-3.14% in the first quarter of 2021, -10.39%
of GDP in the second quarter and -7.85% in the third
quarter of 2021). Consequently, private consump-
tion exhibited a rising trend in both nominal and real
terms during the first three quarters of 2021; howev-
er, as a percentage of GDP, it fell in favour of gross
investment. At the same time, public consumption
declined and the external trade balance fluctuated
as a percentage of GDP. It seems that the deficit in
the external trade balance as a percentage of GDP,
especially during the second quarter of 2021, corre-

1. Quarterly National Accounts, Press release, ELSTAT, December 6, 2021.

2. Non-profit institutions serving households.

3. Percentage changes are calculated using the formula M .

t-1
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FIGURE 1.1.5

The evolution of private consumption and other components of demand as a percentage of GDP
(expenditure approach) (seasonally adjusted data in current prices)
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sponds mainly to domestic investment expenditure
rather than to domestic expenditure in consumer
goods.*

Significant positive signs coming from retail trade,
especially during the second quarter of 2021

The evolution in retail trade in terms of percentage
changes with respect to the corresponding month of
the previous year, according to monthly data provided
by ELSTAT, is presented in Figure 1.1.6. The percent-
age change in the overall index was on average neg-
ative in the first quarter of 2021 (-1.73%), but positive
during the two subsequent quarters, with average val-
ues of 22.75% in the second quarter and 9.12% in the
third quarter of 2021. A similar trend is observed in food
items, with percentage changes of -0.63%, 8.65% and
6.81% on average for the first, second and third quar-
ters of 2021, correspondingly. On the contrary, in au-
tomotive fuel, a negative average percentage change

in the first quarter (-13.47%) is followed by a significant
positive one in the second quarter (10%), and, eventu-
ally, a marginally negative average percentage change
in the third quarter of -0.29%. However, other items
except food and automotive fuel showed impressive
positive percentage changes (7.43% on average in the
first quarter, 40.37% in the second quarter and 14.63%
on average in the third quarter of 2021). This data con-
firms a strong rising trend in retail trade in the sec-
ond quarter of 2021 with respect to the corresponding
quarter of 2020. The slight downward correction of this
rising trend in the third quarter was not able to reverse
its positive impact in the context of less strict measures
against the pandemic during the summer of 2021.

Continued rise in the retail confidence indicator
despite consumer caution

Confidence indicators published by EUROSTAT (Fig-
ure 1.1.7) show a clear differentiation between the two

4. According to the “absorption approach”, the external trade balance equals to the difference between domestic product and domestic ab-
sorptionor X—M =Y -Awhere A = C + | + G. A negative external trade balance implies a domestic absorption (i.e., domestic expenditure)

higher than a domestic product.
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FIGURE 1.1.6

Percentage changes in the seasonally adjusted overall volume index and the main sector indices in
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measures under consideration. The confidence indica-
tor in retail trade exhibits a rising trend during the year
of 2021 with some fluctuations that do not affect signif-
icantly its increasing tendency until the end of the year.
On the contrary, the consumer confidence indicator,
though it rises from the beginning of the year until May

FIGURE 1.1.7
Confidence indicators in retail trade
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2021, follows a reverse falling course until December
2021. Despite the above, as noted in the previous issue
of the Greek Economic Outlook, this caution or pessi-
mism of consumers does not seem to have an impact
on expectations in retail trade and their overall ris-
ing trend.
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1.1.2.2. Investment

Overall rising trend in investment expenditure
with an emphasis on machinery and weapon
systems

Gross fixed capital formation rose to 6,227 million euros
in current prices in the third quarter of 2021, from 5,678
million euros in the second quarter of the same year
and 5,439 million euros in the first quarter. Likewise,
in terms of chain-linked volumes, there is an increase
in gross fixed capital formation from 5,398 million eu-
ros in the first quarter of 2021 to 5,651 million euros in
the second quarter and 5,869 million euros in the third
quarter of that year. This rising trend is also reflected in
percentage changes both with respect to the previous
quarter and with respect to the corresponding quarter
in the previous year. In the first case, the percentage
changes for the first three quarters are, respectively,
5.9%, 4.7% and 3.9%, whilst in the second case, they
are 13.1%, 17.7% and 18.1%, respectively, according
to the seasonally adjusted chain-linked volumes.

FIGURE 1.1.8

The evolution of the contribution of investment in GDP
(Figure 1.1.8) was positive in the first three quarters of
2021 with respect to the previous quarter in each case.
The corresponding percentage changes were 9% for
the first quarter and 0.68% and 6.82% for the two fol-
lowing quarters of 2021. Concerning its components,
machinery and transport equipment as a percentage
of GDP assumed positive values during the entire pe-
riod under consideration (10.53% in the first quarter,
4.59% in the second quarter and 7.52% in the third
quarter of 2021). These consistently positive percent-
age changes characterize the evolution of machinery
and weapon systems more than they describe the
developments in transport equipment and ICT. On
the contrary, we observe fluctuations in percentage
changes concerning buildings as a percentage of
GDP since a positive figure of 15.47% in the first quar-
ter is succeeded by a negative one of -5.02% in the
second quarter and a positive one of 11.14% in the
third quarter of 2021. The same pattern is followed by
the components of buildings, i.e., dwellings and other
buildings and structures.

Gross fixed capital formation as a percentage of GDP (overall and by asset)

(seasonally adjusted data in current prices)
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FIGURE 1.1.9

Machinery, transport equipment and buildings as a percentage of gross fixed capital formation
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Recovery of buildings despite the predominance
of machinery and transport equipment

Concerning the two main components of gross invest-
ment, machinery as a percentage of gross fixed capital
formation predominates over buildings. The share of ma-

FIGURE 1.1.10
Construction confidence indicator

chinery and transport equipment in total gross fixed capi-
tal formation reached the level of 46% on average during
the first three quarters of 2021, as opposed to about 35%
for buildings. However, the share of the latter in gross
investment recovered by 15.54% in the third quarter of
2021 with respect to the corresponding quarter of 2020.
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Optimism in the midst of uncertainty concerning
expectations in the construction sector

The evolution of business expectations in the construc-
tion sector is depicted in Figure 1.1.10 above. The con-
struction confidence indicator marked an upward
trend from January until April 2021 and thereafter fluc-
tuated, though at high levels compared to its historical
performance. However, the falling trend of this indica-
tor as of September 2021 casts doubts as to whether
the recorded optimism will continue in the future or the
indicator will return to lower values. Hence, at present,
there is optimism along with a continuous uncertainty
about the future course of the construction confidence
indicator.

KEPE, GREEK ECONOMIC OUTLOOK 2022/47

1.1.2.3. Conclusion

The above analysis showed that the Greek economy’s
performance during the period after the second lock-
down and before the effective impact of the “omicron”
mutation of the Covid-19 virus was overall positive con-
cerning the main components of private demand, along
with a relative stability in public consumption and a fluc-
tuation in the external trade balance. The positive trend
in gross investment should be stressed in addition to the
significant recovery in retail trade, especially in the sec-
ond quarter of 2021. Moreover, we observe relatively in-
creased levels of confidence in both retail trade and con-
struction, despite their fluctuations and in spite of con-
sumer caution. The above compose a positive picture
for the Greek economy just after the second lockdown,
along with some reservations, as those are reflected in
fluctuating expectations during the second half of 2021.
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