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The Economic Sentiment Indicator (ESI) was down by 3.9 points in 2017 Q4, standing at around 110.7.
The lower ESI reflected the fall in confidence indicators in construction, trade and industry and the fall in
consumer confidence. On the other hand, confidence in services improved during the quarter under
review. The Economic Sentiment Indicator remains above the long-term average (see Chart 1).

Chart 1 Economic Sentiment Indicator (ESI)
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Source: Business and Consumer Confidence Survey, Bank of Albania.

Industry Confidence Indicator (ICI) fell by 2.5 percentage points in 2017 Q4. The Industry Confidence
Indicator stands around 7.4 percentage points above its historical average, albeit the fall for the second
successive quarter (see Chart 2). The performance of ICI reflected the fall in its two composing balances:
order books, by 6.4 percentage points, and production, by 1.9 percentage points. While the other ICI

! Confidence surveys are co funded by the European Union. As of May 2016, confidence surveys are conducted under the harmonisation
programme of the European Commission. Relevant methodological changes for this transition are explained in the Methodology
Comment: Transition to the Harmonized Confidence Survey Programme, published on the website of the Bank of Albania.
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composing balance, inventories, improved slightly (-0.7 percentage point).” The other balances of the
survey: ordering books from exports and expectations on employment in the next quarter were down.
Also, the capacity utilisation rate fell by 1.4 percentage points in 2017 Q4, standing close to its historical
average, around 72.3%. However, this rate is above the rate in the same period a year earlier. The
balances of financial situation and expectations on production in the next quarter were up in the quarter
under review.

The Construction Confidence Indicator (CCl) fell by 12.4 percentage points, after the increase for three
successive quarters. This fall shifted CCI around 5.3 percentage points below its historical average (see
Chart 3). The two CCI composing components, construction activity and order books fell by 14.8
percentage points and 10.0 percentage points, respectively. Among the other balances, the balance of
expectations on employment in the next quarter was down. Meanwhile, the capacity utilisation rate
continued to fall, standing at 59.0%. This rate is around 3.3 percentage points lower than in the previous
guarter, and 5.1 percentage points below its historical average. Nevertheless, the enterprises operating in
construction sector assessed to have used their capacities at a slightly higher rate, compared with the same
period in the previous year. The balance of financial situation improved during 2017 Q4.

The Services Confidence Indicator (SCI) increased by 2.5 percentage points during the fourth quarter.
The SCI level stands around 12.6 percentage points above its historical average (see Chart 4). The
improved SCI was attributable to the increase by 5.3 percentage points in the balance of the business
situation development. In contrast, the other SCI composing component, the balance of demand was
slightly down by 0.3 percentage point. The other balances of the survey: the financial situation,
employment and expectations on demand in the next quarter were up. Meanwhile, the balance of
expectations on employment for the next quarter was down. The capacity utilisation rate fell by 3.0
percentage points in the fourth quarter, standing at around 70.0%. This rate remains below the level in the
same period a year earlier, and below the historical average of capacity utilisation from enterprises in
services.

Trade Confidence Indicator (TCI) fell by 9.9 percentage points in 2017 Q4, shifting by around 1.5
percentage points below its historical average (see Chart 5). The lower TCI was mainly affected by the
fall in the balance of business activity development (-14.8 percentage points), and at a lower degree, by
the fall in the balance of employment expectations for the next quarter (-4.9 percentage points). Also, the
balance of the financial situation is assessed to be down. Meanwhile, the capacity utilisation rate
continued to fall for the third successive quarter, standing at 67.1%. The dynamic during the quarter
shifted the capacity utilisation rate in trade around 9.6 percentage points below its historical average, and
around 3.1 percentage points below the level of 2016 Q4. The balances of employment and expectations
on business activity in the next quarter show more improved trends.

Consumer Confidence Indicator (CCI) fell by 0.7 percentage point in 2017 Q4, stopping the increase in
the two previous quarters. The CCI remains around 3.7 percentage points above the historical average
(see Chart 6). The fall in the three composing balances determined the CCI dynamics: the domestic
expected general economic situation (-3.2 percentage points), the households’ expected financial situation
(-2.7 percentage points) and the income and spending situation (-2.2 percentage points). Meanwhile, the

% The decrease in inventories is interpreted as a positive development for enterprises. When calculating ICI, the respective balance is multiplied
by -1.




other CCI composing balance — major purchases— increased by 5.2 percentage points, affecting upward
the direction of the indicator.




Chart 3. Construction Confidence Indicator

Chart 2. Industrial Confidence Indicator
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Source: Business and Consumer Confidence Survey, Bank of Albania.




Table 1 Confidence indicators by sector”

Values 2016 2017 Current situation
min. av. max. Q3 Q4 Q1 Q2 Q3 Q4 Conjectural** Structural***
Industry -26.4 -7.9 4.8 1.6 -4.3 0.5 4.2 2.0 -0.5 ! ++
Construction -480 | -248 | -5.5 | -28.7 | -30.5 | -254 | -23.1 | -17.6 -30.0 l -
Services -21.1 14 | 286 | 98 151 | 28.6 12.9 115 14.0 1 ++
Trade -15.3 -03 | 211 | -19 3.0 4.7 1.2 8.0 -1.8 l -
Consumer -205 | -124 | -6.4 | -143 | -10.0 | -104 | -9.2 -8.0 -8.7 l ++

Source: Business and Consumer Confidence Survey, Bank of Albania
*) Excluding the consumer confidence indicator, the other indicators are calculated based on seasonally-adjusted balances. The
minimum, average and maximum balances are calculated starting from: 2002 Q2 for the confidence indicators in industry and
construction; 2002 Q4 for the confidence indicators in services; 2010 Q1 for the confidence indicators in trade; and 2003 Q2 for
the consumer confidence indicators. **) Situation compared to the previous quarter. ***) The situation for each indicator is
considered as highly satisfactory (+ +) when the index is more than 1 standard deviation higher than the average; satisfactory
(+) when the index is less than 1 standard deviation higher than the average; unsatisfactory (-) when the index is less than 1
standard deviation lower than the average; and highly unsatisfactory (--) when the index is more than 1 standard deviation lower

than the average.

Table 2 Main balances of the sectors of the economy (in percentage points)*

2015 2016 2017
4 [ Q1 [ 3] 4 [Q1]Q ]
Industry
Produ&_:tlon over the past three months 70 10 22 | 188 27 126 | 137 | 131 | 112
(question 1, ICI component)
Order books 136 | -183 | -31.6 | -18.7 | -191 | -120 | -38 | -66 | -13.0
(question 2, ICI component)
Stock of finished products 46 | 37 | 113 | -47 | 88 | 08 | 26 | 06 | -0.2
(question 4, ICI component)
Export order books (question 3) 5.7 45 | -270 | -8.6 -126 | -106 | -85 | -45 | -111
Production expectations (question 5) 185 20.0 | 255 | 39.0 29.2 35.2 | 380 | 303 | 34.2
Selling prices expectations (question 6) 15 2.1 -5.3 15 -3.4 34 5.2 0.1 2.0
Employment expectations (question 7) 9.5 6.5 9.1 12.6 -0.6 146 | 135 | 16.0 | 115
Financial situation (question 17) 114 3.2 -3.6 7.7 1.9 195 | 190 | 108 | 139
Capacity utilization rate (in %, question 13) 721 717 | 727 | 741 68.7 749 | 744 | 737 | 723
Construction
Bqul_ng activity over the past three months 150 | -252 | 230 | -108 97 82 65 21 | 127
(question 1, CCI component)
Order books (question 3, CCI component) -46.2 | -47.3 | -59.7 | -46.5 | -51.3 | -42.7 | -39.7 | -374 | -47.4
Employment expectations (question 4) -0.8 -2.3 0.6 6.3 -3.2 5.4 120 | 135 7.6
Prices expectations (question 5) -3.4 -09 | -153 | -5.3 -7.3 -1.7 -1.2 -7.1 -5.4
Capacity utilization rate (in %, question 7) 58.6 582 | 612 | 64.3 58.8 62.1 | 634 | 62.3 | 59.0
Emplqyment over the past three months 73 192 | -110 | 75 43 55 14 10 17
(question 8)
Financial situation (question 9) -4.8 -231 | -194 | -114 | -146 | -136 | -89 | -105 | -49
Services

Business situation d_evelopment over the past 98 83 75 8.9 16.6 274 | 119 | 105 | 157
three months (question 1, SCI component)
Demand over the past three months 17 | 50 | 17 | 107 | 136 | 208 | 140 | 125 | 122
(question 2, SCI component)
Demand expectations (question 3) 17.7 245 | 229 | 320 34.2 21.7 | 228 | 36.7 | 37.1




Z"Ji’s'zz?i’)‘t over the past three months 16 | 43 | 06 | 74 | 86 | 79 | 51 | 13 | 88
Employment expectations (question 5) 0.7 55 4.8 11.7 10.9 6.2 9.3 12.3 | 10.6
Prices expectations (question 6) 15 5.7 -0.3 3.9 4.4 -0.2 2.6 0.0 -1.5
Capacity utilization rate (in %, question 9) 73.7 718 | 749 | 76.8 77.6 80.0 | 716 | 729 | 70.0
Financial situation (question 10) -1.3 3.2 9.0 15.0 19.3 28.8 6.4 8.4 19.7
Trade

Business activity development over the past

three months (qh/estion ll? TCI componer?t) 06 A5 | -303 ) 43 21 65 1 19 | 92 ) 56
;TZ;%?:MT%FSSEESQ;Q 49 | 12 | 03 | 05 | 40 | 29 | 06 | 68 | 20
Business activity expectations (question 4) 29.6 224 | 168 | 24.2 20.1 16.0 | 449 | 319 | 408
Prices expectations (question 6) 0.0 1.1 -9.9 0.6 1.7 0.7 -6.0 0.5 -0.6
Capacity utilization rate (in %, question 8) 77.2 751 | 741 | 706 70.2 71.2 | 710 | 69.7 | 67.1
Financial situation (question 9) 6.4 -0.1 | -109 | -8.2 -5.3 9.1 -5.0 5.6 -0.6
Z’EZS'E‘;”%; over the past three months 28 | 27 | -44 | 16 | 16 | 09 | 24 | -32 | 22

Consumer
Financial situation ex ion
(qu:stcioé;\ ;,tléaéfcoinggﬁza;; s 20 | 01 | 45 | 46 | 90 | 98 | 114 | 114 | 87
neral economic situation ex ion

Z?Jeest?o:i‘:) - ‘éjn::ztnzm;’ pectations 39 | 54 | 44 | 46 | 93 | 103 | 122 | 120 | 87
Major purchases (question 8, CCI component) -46.8 | -544 | -57.1 | -58.9 | -524 | -56.8 | -55.8 | -52.5 | -47.3
Income and spending situation

(question 12’%(:' Cfmponem) 63 | 81 | 16 | -75 | 57 | 48 | -47 | 27 | -49
Current financial situation (question 1) -9.2 -132 | 95 | 97 -7.6 25 | -19 | -1.8 2.1
Current general economic situation (question 3) -12.8 | -11.9 | -12.3 | -12.7 -9.0 -98 | -59 | -538 -8.5
Prices expectation (question 6) 7.0 -105 | -16.9 | -155 | -11.2 | -165 | -25.7 | -19.6 | -9.3
Unemployment expectations (question 7) 9.5 4.9 -4.6 0.5 -35 -4.3 -8.5 -5.8 25
Major purchases expectations (question 9) -329 | -43.7 | -40.3 | -488 | -428 | -419 | -43.3 | -39.9 | 414
Current savings (question 10) -336 | -374 | -436 | -440 | -419 | -395 | -40.8 | -39.6 | -43.9
Savings expectations (question 11) -271 | -323 | -343 | -385 | -383 | -38.1 | -36.4 | -35.1 | -37.9

Source: Business and Consumer Confidence Survey, Bank of Albania. *) Excluding the consumer sector and the questions on
prices in all the sectors, balances are seasonally adjusted.




Chart 7 Main balances of the Consumer Confidence Survey
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Source: Consumer Confidence Survey, Bank of Albania




Annex

Methodological notes

Balance is the most frequently used indicator in aggregating the qualitative data from surveys. It is
calculated as the difference between the percentages of positive and negative answers. The balance is
expressed in percentage points

Confidence Index (CI) is constructed for each sector and is calculated as the simple average of
seasonally-adjusted balances of indicators that have the highest correlation with the reference series (the
series of real data of the economy).

Economic Sentiment Indicator (ESI) is constructed based on the same balances use for constructing Cls
for each sector (industry, construction, services, trade and consumer), aiming to capture the domestic
economic activity. Before aggregating ESI, these balances are standardized and weighted.




