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Key findings

v" The Business Confidence Index (BCl) improves and
reaches 40.4 index points.

v' Seasonal factor has been driving the positive
outlook.

v Most firms are optimistic about the next three
months.

v" The sales price expectations are outstandingly
increased for the retail trade sector.

The Business Confidence Index increases and registers 40.4 on a
range of [-100; 100] points in the third quarter of this year. The
BCl of 100 would have indicated that all firms in the sample
reported a positive outlook. An index of zero would indicate that
positive and negative views reported by firms is about equal, or
alternatively in overall, firms reported no change in the current
business situation, and -100 would indicate that all survey
respondents were much less confident about different business
environmental factors. Therefore, current positive number
indicates that confidence factor among businesses is about 40
index points more positive, rather than negative or neutral.
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Summer can be a high or a low season for businesses, depending
on the sector. Tourism and recreation sector activities clearly rise
with the highest marginal increase in hotel and restaurant
business. As for the manufacturing sector, after a smooth rise in

the previous period, its business confidence deteriorates, reaching

the lowest index of all sectors. This decline is mostly driven by
passive order books in heavy manufacturing firms and companies

producing inputs for sectors such as health care, with low summer

seasonal turnover.
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Business Expectations Index

More firms are optimistic rather than pessimistic or neutral
about the next three months and the expectations index
compiles 50.3 index points. The optimism is driven by services
and financial service sectors.

Business expectations index by sector
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Business expectations index: large vs. SME
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Sales price expectations

Sales price expectations remains roughly the same as in the
previous quarter, with more firms reporting expected increase
in their sales prices. The notable outlier is the retail trade
sector, where large firms as well as SMEs are reporting the
expected increase in sales prices. The outstanding increase in
price expectations is difficult to explain, but is seems that
retailers (importers in particular) are finally facing the reality of
inevitable price increases following Lari depreciation earlier this
year. After the exchange rate deterioration in late 2013,
importers and distributors tried to avoid being the first to
increase retail prices. Many were sitting on the fence, waiting
either for Lari appreciation or for the competitors to lead the
way in price increases. The current sharp rise in price
expectations index may be due to the realization that prices will
have to start changing in the coming months.

Sales price expectations index by sector
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What main factors are limiting your business
activities?
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The stated most limiting factor to doing business appears to
be insufficient demand. SMEs in particular find it hard to
operate on the market with unstable demand. In contrast
to large firms, SMEs also have trouble attracting financial
resources. On the other hand, shortage of labor force
seems to be more of a large enterprise problem. This is
because large enterprises are typically trying to attract
skilled workers, while SMEs may to a greater extent rely on
the less qualified labor force.

Notes

ISET Policy Institute, working in partnership with
International Chamber of Commerce in Georgia (ICC),
started to implement the Business Confidence Survey from
December 2013 and will publish the Business Confidence
Index (BCl) on the quarterly basis.

Business confidence for Georgia is constructed from seven
sector-specific, namely 1) services, 2) retail trade, 3)
agriculture, 4) manufacturing industry, 5) financial service
6) construction and 7) other sectors.

119 companies filled the online questionnaire in the time
period July 7-25, 2014.
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