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KEPE forecasts for the short-term prospects of the main macroeconomic variables

for the Greek economy

Economic forecasting unit

According to the short-term forecasts of KEPE for the evolution of the GDP in 2012, the mean annual rate of
change of real GDP is estimated at -6.3%. For 2013, the forecasts point to a narrowing of the depth of the
recession with the respective rate of change estimated at -4.1%. For the same year, the corresponding
forecasts for inflation (1.6%) and unemployment (30.1%) indicate further deterioration, while the current

account balance is projected to improve (-0.7%) with respect to the previous year.

Factor model forecasts for the short-term prospects in GDP

The present bulletin provides the updated short-term
KEPE forecasts concerning the evolution of the rate of
change in Greek real GDP for the years 2012 and
2013. The forecasts are derived from a dynamic
factor model, whose detailed description can be
found in Issue 15 (June 2011) of the Greek Economic

Outlook.

According to the model forecasts (see Table 1), the
mean annual rate of change of real GDP is estimated
at -6.3% for the whole year 2012, denoting an
improvement with respect to the depth of the
recession in 2011, which reached -6.9%. Note that,
the relevant estimates for 2012 encompass both the
actual evolution of GDP over the first three quarters
of 2012 and the model forecast for the final quarter
of 2012. As far as the year 2013 is concerned, the
mean annual rate of change of real GDP is estimated
at -4.1%, signifying on the one hand, the continuation
of the economic downturn and, on the other hand,
the narrowing of the depth of the recession, as
compared to 2012. Regarding the quarterly evolution
of the rate of change in real GDP, vis-a-vis the

corresponding quarters of the previous year, the

relevant forecasts amount to -5.2% and -5.6%, for the
last quarter of 2012 and first quarter of 2013,
respectively. For the next three quarters, the
forecasts exhibit a persistent trend of a slowdown of
the recession, with the corresponding rates of change

of real GDP estimated at -4.6%, -3.5% and -2.9%,

respectively.

On the basis of the additional information provided
by the data concerning the evolution of the Greek
economy during the third quarter of 2012, a
potentially stabilizing trend can be identified in
several variables. At the same time, no significant
improvement is observed in most indicators,
although there is also no overall deterioration in the
variables included. These trends may suggest either
the gradual unwinding of the significantly negative
dynamics pertaining to the Greek economy up to the
first half of 2012, and/or the preservation of a wait-
and-see stance due to uncertainty associated with
finalizing the new set of fiscal adjustment measures
and securing the external funding within the

memorandum framework.
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Table 1. Real GDP rate of change (%, y-o-y)

2012 2013
Quarters 2012Q4 2013Q1 2013Q2 2013Q3 2013Q4
Quarterly rate of change -5.2 -5.6 -4.6 -3.5 -2.9
Mean annual rate of change -6.3 -4.1

Note: Seasonally adjusted by use of the Demetra+ Software.

Short-term forecasts for inflation, unemployment and the current account balance, based on the SURE

model

This section presents the forecasts for inflation,
unemployment and the current account balance,
based on the SURE (Seemingly Unrelated Regression

Equations) model.

According to our estimations (see Table 2), the annual
rate of unemployment is expected to rise further and
reach the historic heights of 30.1%. This rather
disappointing result reflects the lagged adverse
effects of last year’s sharp GDP contraction on
employment. This prediction is in line with the
assumption that the Greek economy will continue to
contract, albeit at a slower pace, for the rest of the

current year (2013).

The forecast for the Harmonized Index of Consumer
Prices (HICP) suggests that the annual average rate
will pick up slightly, rising from 1.1% in 2012 to 1.6%
in 2013.

Notwithstanding the possibility of

weaknesses of the model employed, the acceleration

of the inflation rate can be partially explained by

exogenous factors such as rising energy and
international commodity prices, as well as the effects

of taxation.

As regards the current account developments, the
existing deficit is expected to narrow further due to
declining imports and possibly higher export
dynamics. Specifically, the current account balance is
forecasted to improve from -2.7% of GDP in 2012 to
-0.7% of GDP in 2013. Should this forecast be
verified, this would constitute an important step

towards the end of the recession.

Table 2. Short-term forecasts for 2013 for Inflation, Unemployment rate and the Current Account.

2012 2013
HICP (% change) 1.1%° 1.6%
Unemployment rate 24.6%° 30.1%
Current account balance (% of GDP) -2.7%" -0.7%

Note: The GDP annual rate of change for 2013 (-4.1%) is obtained from the factor model (see previous page).
® Annualized average level (Source: Eurostat). ® Annualized average level (Source: Eurostat & KEPE). ©

Source: Bank of Greece & KEPE.
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