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in the long run

Potential output

Actual output

Upswing Business cycles

in the short run

National economic output
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Table 1. Myanmar: Selected Economic Indicators, 2009/10-2013/14 1/

20059/10  2019/11 2011113 2012713 2013714
Est. Praj.
Output and prices {Percent change]
Real GDP jauthorities) 106 10.4 50 E7 "
Real GDP {staff working estimates)] 5.1 53 >3 E.4 BE
CPl {end-perod) 1 B9 -1.1 4.7 b5
CFl (period average) 22 B2 28 28 56
Memo randum items
COP (hdlions of kyats) 4/ 34 058 39,847 41, 368 47413 53,501
GDP (hilions of US55} 381 496 56.2 55.3 5504
GOP per capita (LS§) 87 742 200 BEE a15
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Estimate of GDP

Goods and services (real flo

e — Production Approach
Money (financial flow) (2 sectoral "value added")
"Goods Market" OF — EXpend iture ApproaCh
\ (Y=C+I1+X-M)

HOUSEHOLDS PRODUCERS
NON-RESIDENTS

"Factors Market"

©

— Income Approach
(Y =wages + OS+TSP)

Wages (financial flow)

OS=gross operating surpluses of
enterprises (including profits, rents, interests)

Labor (real flow) TSP=taxes less subsidies
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b (c;;d‘e _Iog ggi Er% @%‘) eglﬁ :QO0PDGERSSE ODIDWOD

© o :5C 05680030 §&gConodgts Vs.
UP; g G <>§eeoo&ioo?&sﬁ % QP‘{I{LZGQI ‘;4? E:c0(gC:
> eq§si(Golgonndats Vs. egalogrewntylgtlgdod

v

o@&ooocﬁogf: GlgpCcdqonyp: [gdes:
— The consumer price index (CPI)
— Wholesale (WPI) or Producer Price Index (PPI)

— The GDP deflator (PGDP)
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* Nominal GDP: coodm&a00Csiod coodqeqEys
a3C:om[gC

= Real GDP: 000 $00&3:09E:0m[g¢:-- deunzees
e‘ﬁﬂc?c%&aﬁ@,@oo?(&% éﬁgg Ep&c@-- Qea%y:s&i
805 GaEss:0d 32a5:g00pdI

= NGDP = E30q elonC:cdfgE:0000 corssist
ﬂ&?&:e@gliiéogﬁcﬂp&g)sae _'ga%cﬁ%é Gggit% I
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Nominal $¢ Real op|gpelapas:qi0o00p5 Purchasing Power
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Example. Nominal wages 20%

If inflation was 10%,
Real buying power grew

BUT

UIf inflation was 30%,
Real buying power shrank

32
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=

Nominal @6 Real 036l oplopsgisnigon00pd

03$§3 (V) = eq]:.ﬁ: (P) * :39661:390308 (Q)
Nominal GDP (V) = GDP Deflator (P) * Real GDP (Q)

Fundamental relation to be used over & over!

A%P + A%Q

U

= Approximation: A%V

= Exact relationship:
(1+ A%V/100) =(1+A%P/100)*(1+A%Q/100)
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V.1 RGDP 09&08:qC:
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CROICPOG OO

Potential GDP 2o e g E&b %8 Savisten
:138008 oDgO 00 C\?o$ Cs @Boo ! ooécjao 00OCI3MSC G cgofli
108> §je50pdy

Output gap: 36$000000s¢ [§68Eeg GDP ol ogpudg|od
COOOROGOPIYHH2000 3600C:E 3283:{qdSE 200N

— A positive output gap would signify an expansion that could
place excessive pressure on resources.

— A negative output gap signifies idle resources—low capacity
utilization of capital stock and higher unemployment—that is
likely to lead to declining rates of inflation or deflation.
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CROIIDFOFPUIFOS

Economic growth
in the long run

Potential output

Positive output gap:
demand > supply

Actual output

Upswing Business cycles

in the short run

Negative output gap:
demand < supply

Downswing

Time
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GepPCd30:o00(ges: Production Function Approach
for Forecasting Potential Growth
=Q = f(K, L, A
where K = Capital

L = Labor
A = Technology, Institutions

= In the long run, increasing supply
requires increasing A (through structural
policies)
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Production Approach to GDP:

Forecast production in each sector separately as they
may have different determinants, then add up the
individual forecasts to obtain the total:

GDP.

ser,t+1

GDR,, GDF,, (1 GDP
T > GDP
ser t

man,t+1

™ GDP

man,t

War
GDPR ¥ GDP

agr .t
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» GDP = (Cp + Ci) + (IP+fIG) + (X - M)

t

Fiscal sector BOP

> We should be able to forecast public consumption and
investment (C. & I.) using information from the budget.
> We might be able to construct forecast equations for
exports and imports (X - M) [External sector]

> Private consumption (C;) is often fairly steady and not
that difficult to forecast

> Leaves private investment (Ip) as a very difficult element
o forecast because this tends to be fairly volatile
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Uses only past data on CPI or inflation as input ...

cB300g|05 : 240 |
3 OSquDCPIgaqcﬁc\)(ﬁ Consumer Price Index

) mgcﬁmcﬁ%o&q;%sw@e

ch%:oﬁ o :
o
it

’ 686% ﬁasm% WDC)S‘TZ 180 | Source: Bureau H abor Statistics | | scoh‘g s.blo ogspot.c i
390? 00 2003 2005 2007 2009 2011 2013

» 000060 30OE:
§398oo :D;'B)@Sijpé

Index, semi-log
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Pro bably not too Trend CPI in Myanmar (Example)
bad as a forecast, 2s0.0
but ...
200.0 ~
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Ol ogCeonpdaopd
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E:00 & 320220 540
@&51.. L -
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—=CPl (Index, eop) ===Trendline
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= Core vs non-core inflation

(e.g., non-food vs food inflation)
= QOverall demand conditions

: cigé\?‘iige 1§58 i
i il
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Decomposition Into Core and Non-Core Inflation

Uses only past data on CPI or inflation and its components as input ...

Requires:
» Reliable CPI data s % Consumer price inflation % H
on headline
inflation and its 8 Food <
components B Non-food |
— Total 6

» Basic techniques ©
in data analysis /

Excel skills 4 | 4
Advantage: | -
» Simple 2 V N <
» Informative
Disadvantage: 2 (L Tl 0
» It is still silent on wl
role of monetary -2 - OO0 @ @ }-2
po]icy for 02 03 04 05 06 07 08 09 10 11 12

| nﬂ at|0 n Source: Reuters Ecowin and Nordea Markets
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For Myanmar It Could Look Like This .

Contributions of Food and Non-Food Inflation

10.0%

8.0%

6.0%
o/ \
\ / mm Non-food
2.0%
0% mm Food
0.0% : : : : . Inflation (eop)

-2.0%

-4.0%

-6.0%

2009 2010 2011 2012
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When data is not extensively available --
Inertial Approach (with judgmental adjustment):

T, =7+ X

. How?and why would inflation rate be different from the previous
year:

X: judgmental adjustment

Expected cost pressures:
World trade prices, exchange rate changes, wages, indirect taxes

Expected policy and other demand changes:

Changes in fiscal or monetary policy stance, slowdown in
consumption due to rising unemployment, negative expectations
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V.3 GDP Deflator

Real Consumption _ Nominal
Consumption % Deflator Consumption
Real Investment _ Nominal

y =
Investment Deflator Investment
Real Export _ Nominal
Exports % Deflator - Exports
—Real Import _ —Nominal
Imports % Deflator - Imports
Real GDP Nominal GDP
Nominal GDP
GDP Deflator= x 100

Real GDP
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GDP Deflator o3 o§0549Cs

Decomposing GDP deflator into its components

%AP55p= WC %AP. + W' %AP,
+ WX %AP, - WM %AP,,

WC = GDP § 02:05:0600

W' = GDP § qCs8s §8§s<ﬁeoq
WX = GDP § 6008600

WM = GDP § og&o?%soc[)

51



LR Central Bank of Myanmar - TAOLAM
@ “Introduction to Financial Programming”
hor December 16-20, 2013 Yangon, Myanmar

Defiator 5580558:08 o§eifgs:

%A P; = %A CPI
q& gﬁoﬂsﬁ %A P, = (1-a) %\ CPI + a % P,

(a = share of imported investment goods)

n Q -

2% o
%A Py, = ((1+%A Export price in US$/100) *
(1+%A Exchange rate/100) —1) *100
= 200D : o
%A Py, = ((1+%A Import price in US$/100) *
(1+%A Exchange rate/100) —1) *100
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V.4 Putting It Together: Nominal GDP o$<jo$ qjoo
 Real GDP 03:0005¢03 0595496
' OO IORIHIC

Sub components of GDP deflators (Cg, Ip, I¢)
> GDP deflator

» Compute nominal GDP growth, using

Value,,, = Value,x (1+%AP) x (1+%AQ)
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» CONGRATULATIONS!

» You are now well on your way to
forecasting GDP and Inflation on
your OWN!

» Thank you!

P
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