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BCI Business Confidence Index

V' After the sharp decline in Q2 2015, business confidence
(BCI) in Georgia showed signs of rebounding in Q3.

v Out of the 211 companies surveyed, about half reported
having trouble in business activities in April, May and
June.

v The expectations index increased by 30 index points and
stood at the 34 points mark in Q2 of 2015.

v Insufficient demand remains the most limiting factor for
doing business in Georgia.

After the sharp decline in Q2 2015, business confidence (BCl) in
Georgia showed signs of rebounding in Q3. In line with expectations,
April, May and June were ex-post not particularly favorable months
for Georgian businesses.

Out of the 211 companies surveyed, about half reported having
trouble in business activities in April, May and June (reflected in low
sales, turnover or production numbers). Accordingly, the main driver
of the overall BCl rebound in Q3 was the strident increase in
expectations. The business expectations index increased by 30 index
points in one quarter — a sharp rebound that almost compensated
for the loss of confidence in Q2 2015.
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One of the most encouraging signals from the Q3 BCl is confidence
rebounding in the retail sector, which had been on the decline since
Q4 2014. The retail sector is the first link in the production chain and
is thus first to react to changes in consumer confidence.
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1 The BCI 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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The consumer confidence index has been decreasing since
November 2014, but stabilized somewhat in the summer months.

This stabilization underpins the improvement of the retail sector
index in the BCI.
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The expectations index increased by 30 index points and stood at 34
point mark in the third quarter of 2015. The increase was driven by
all sectors, but particularly large improvements were observed in the
agriculture and retail sectors.
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Sales price expectations
Sales price expectations for businesses decreased slightly over

the last quarter, dropping from 16 (Q1 2015) to 3 (Q2 2015) index
points.

There are several factors that can affect price expectations. On
the one hand, decreased consumer demand would have pulled
price expectations down. On the other hand, if the costs of doing
business increase, this would push prices up (the supply effect). If
both are at play simultaneously, the overall effect on prices is
ambiguous.

In our case, low consumer confidence would have dampened
price expectations, while the GEL depreciation and import price
increases would have pushed costs up. As a result, we can see

that the changes in price expectations are rather mild.
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What are the main factors limiting your business
activities?
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The most limiting factor to doing business in Q3 2015 was
insufficient demand. A total of 35% of large companies reported
low consumer demand as the main obstacle. SMEs found it
particularly hard to operate with unstable demand on the market,
with this index standing at 38% for SMEs in the third quarter of
2015.

SMEs typically have more trouble attracting financial resources
than larger companies and this pattern was also observed during
the quarter. Financial constraints remain the second most
significant problem for business operations. On the other hand,
government intervention is perceived as a greater problem for
larger enterprises than for small and medium-size firms.

Notes

ISET Policy Institute, working in partnership with BIA (Business
Information Agency) and 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.

211 companies filled the online questionnaire in the time period
July 1 -July 25, 2015.
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