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The KEPE Short Term Forecasts for the Greek GDP

According to KEPE's short-term forecasts, the negative growth rates of Greece's GDP will continue in 2011. In

The Centre of Planning and Economic Research
(KEPE) is publishing today its new short-term forecast
for the Greek economy, which was conducted by

KEPE’s Economic Forecasts Unit.

Based on current data and the dynamics of the eco-
nomic downturn, the outlook for 2011 remains nega-
tive. Specifically, the rate of change of the Gross Do-
mestic Product (GDP) is expected to be -4.12% (Table
1). This forecast is less favourable than the January
forecast in which the GDP rate of change was esti-

mated at -3.48%.

The discrepancy between the two estimates (Janu-
ary-April) is mainly due to the larger than projected
decline in real GDP during the last quarter of 2010
(-6.6%), which led to an average annual rate of
change of -4.46% in 2010. This negative development
reflects the intensity of the economic downturn, and
affects the estimates derived from KEPE's “dynamic

factor model” for the current year.

In addition, according to KEPE's January forecast, the
GDP reduction was expected to be smaller in the last

quarter of 2011. This assessment remains valid also

particular, real GDP is expected to decline by 4.12% (y-o-y) in 2011.

for the current estimates, with a gradual reduction of

the negative rates of change from the first quarter

(-4.68%) to the last quarter of the year (-3.63%).

The weaker estimates for 2011 reflect the persis-
tence of recessionary conditions in the Greek econ-
omy, and are consistent with the observed and ex-
pected increase in unemployment. However, in the
context of KEPE's statistical model there has been an
interesting “finding”. By decomposing the “factors”
into those that are determined by the real sector
(e.g. imports-exports, industrial production, retail
sales) and those that are determined by the mone-
tary and financial sector (e.g. inflation, exchange
rates, interest rate spreads), the effects of these “fac-
tors” on the economy can be estimated separately. In
this context, the reported estimates (-4.12%) were
derived from a model that was estimated using “fac-
tors” from both sectors. Forecasts derived by using
only “factors” from the real sector estimate a mar-
ginal but positive GDP growth during 2011 (+0.24%)
Therefore, the persistence of the estimated decline
throughout 2011 is mainly due to “factors” that are

determined by the monetary and financial sector,

Table 1. The real GDP rates of change (y-o-y).

2011
Quarter 1 2 3 4
Quarterly change -4.68% | -4.36% -3.83% : -3.63%
Annual change -4.12%

Note: The values are forecasts derived from the KEPE econometric model.
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whose effect is strongly negative.

This result, as an interpretation of the statistical es-
timates, indicates that the real economy has an in-
herent tendency for a gradual weakening of the re-
cession and towards a positive growth rate at the end
of 2011. This indication is also supported by devel-
opments regarding the current account, as there was
a simultaneous decrease of imports and an increase
of exports during the first months of 2011. However,
this positive trend is dominated by the negative im-
pacts of monetary “factors”, such as high interest
rates, the credit squeeze and the high rate of infla-
tion. In other words, the uncertainty that exists in the

financial sector, as indicated by the high levels of

government bond spreads, contributes to the persis-
tence of the recession.

Estimates derived from the “dynamic factor model”
cannot take into consideration the effects of recently
enacted policy measures, such as the activation of
the new investment law, legislation regarding the
“Fast Track” programme, the acceleration of struc-
tural changes, or the commencement of procedures
for the efficient use of public property. However,
given the inevitable time lags of the effects of such
policy measures, their potential positive impact will
mainly contribute to a more favourable outlook for

the Greek economy from 2012 onwards.
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