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v" The Business Confidence Index (BCl) decreases and
reaches 24.9 index points (from 40.4).

v" The reduction in the confidence index was driven
by large firms in almost all sectors.

v' SME business sentiment continues to grow.

v" Insufficient demand becomes the severe problem
for large companies

In the fourth quarter of 2014, the Business Confidence Index
decreased and registered 24.9 on a scale of 100 points. This is
down from the 40.4 recorded in the third quarter of the same
year. The positive number indicates that the confidence factor
among businesses is about 25 index points more positive than
negative or neutral®.

THE REDUCTION IN THE CONFIDENCE INDEX WAS DRIVEN BY
LARGE FIRMS IN ALMOST ALL SECTORS. AT THE SAME TIME,
SME BUSINESS SENTIMENT CONTINUES TO GROW.

One of the main driving factors behind this decline in large
companies’ confidence could have been the immigration law that
came into force in September 2014. The law will have had far-
reaching implications for larger companies, as they not only rely
on qualified foreign labor, but also on direct links with foreign
investors. According to GeoStat, 40% of the total production
value in the second quarter of 2014 was owned by foreign
physical or legal persons. Instances of improper execution and an
overly strict interpretation of the law has created uncertainty
among foreigners and this has been reflected in business
sentiment.
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BCI: LARGE vs. SMEs
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! 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.
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Despite the drought in the period before the harvest, agriculture
sector confidence has not reduced for SME farmers. The SME
agricultural sector safeguards 43.3% of Georgian labor force as
self-employees. An increase in vegetables prices in October
(12.5%) likely contributed to the positive outlook of small and
medium farms.

In general, the sectoral breakdown of the BCI shows reduction
compared to the previous quarter but positive outlook dominates
in all sectors. This is not surprising, considering that the survey
only covers businesses currently operating on the market and not
those that have exited the industry.

The expectations index remains stable. About 44% more firms are
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optimistic (rather than pessimistic or neutral) about the next
three months. This optimism, which is driven by large retailers
and large agriculture businesses, can be explained by the
upcoming New Year period, which will traditionally increase
demand on agricultural and retail products.
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Sales price expectations

The sales price expectations index is -1.5, meaning that, on
average, companies do not expect an increase in prices and even
more firms think that prices will decrease. Inflationary pressure in
the Georgian economy remains low, with inflation standing at 2.8%
in November, which is well below the central bank’s target of 6%.
The business community’s expectations of low inflation are
validated by the sharp decline in the global commodity prices
(food and oil). The downward commaodity price trend is likely to
partially offset the inflationary pressure from the recent lari
depreciation episode.
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Sales Price Expectations Index
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Sales Price Expectations Index by Sector
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What are main factors limiting your business
activities?
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A total of 31% of large companies report a shortage of demand to
be obstacle; this index has increased from 23% in Q3 2014. SMEs,
in particular, find it hard to operate on the market with unstable
demand. However, in this quarter insufficient demand became a
severe problem for large firms as well.

SMEs typically have more trouble attracting financial resources
than large companies. The pattern is preserved in this quarter,
although financial constraints appear to be less of a problem in
general and for large companies in particular. On the other hand,
the shortage of labor seems to be more of a problem for large
enterprises. This is because large enterprises typically look to
attract qualified workers, while SMEs may rely on unqualified
labor to a greater extent.

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.

100 companies filled the online questionnaire in the time period
October 10-November 15, 2014.

dlbgoo go®Igdol 31%-3s 00BbgL Loddosbmdol doMoms
399D0v390 BogGHMMO© 5Mobs305M0L0 dmmbmgbs
53Lobgs; 09039 583969890 99-3 335MEsedo 23%-1
9950096.

3M3LE00W MO IMbM360L 306:Md9dTo B3wbombomgds
29653 MGd0m MFoML 30609 s Lodrsem doBbLL,
01935 89-4 3390G>T0 561515335(0L0 Bmmbmzbs dubgowo
306MIGO0L F005356 OOMIMEGOIW(3 BOWPI0J3s. bbgowo
50MIGO0LYSE 25B6Lb3s3900m, I30M9 s Ladrysenm
13060390l 3MMdgdsl FoMmdmoygbl 0bsblmo
@9b296b980b J2Do35¢. Agetg AbGO3, bsdwdsm dserol
@IROGOA0 WIBOM 3G 30100 gdodwGos dbgzowo
3003560900L0m30L. gl 0doEHMI, MM OO LfoMdmgdo,
MmO §9b0, 999096 MGG FGHI JZIWOBOFOIO SO,
300069 Lsd2m s 300y doBbLYdO.

39600365

ISET-0b 33009300005 06LE0EHMETs, LogMMsTMOOLM LogsFMm
355¢olmob 10bsddMIMIMd00 I0fYm doBOgLOL
Bmdob 458m30mbz0L Bode®gds 2013 ol ©939906H0sb
5 d0BbgLOL bMdol 0bgJLol 399d0 3530930
299093996905 Imbgds Ym39e335MGHowvM. d0bbyliols
Bomds Lygs®mzggarmbomgol 0bmdgds 9300 dobbal
L9dBMOOLMZoL 1) MALobYYMHGMDS, 2) LoGowrM 3o FHMDS,
3)bmggerol IgmEObgmds, 4) IM9H39wmds, 5) 30656LEMO
dmLobmEgmds, 6) 399bgdErMds s 7) Lbgs LgEmMo.
bg50b gsdmzombgs 2014 ferols 10 mgEmddmosb-15
6336530 39Momedo, 100-0s 33356059 Fgoglim



