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Economic Sentiment Indicator (ESI) continued the upward trajectory during 2016 Q4. The ESI level is
118.6, 9.4 points above the level recorded in the 2016 Q3 and about 18.6 points above the long-term
average (Chart 1). ESI intensified the upward trend reflecting the improvement of confidence in the
services and construction sectors, as well as the improvement of the consumer confidence. Meanwhile,
indicators of confidence in industry and trade fell slightly compared to the third quarter.

Chart 1 Economic Sentiment Indicator (ESI)
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Industry Confidence Indicator (ICI) fell by 3.3 percentage points in 2016 Q4. However, the indicator
remains 8.4 percentage points above the historical average (Chart 2). The balance of production and
order books fell by 6.3 and 4.5 percentage points, respectively, thus determining the ICI's direction.

! As of May 2016, the Bank of Albania realises the Harmonised Confidence Surveys, under the Joint Harmonised EU Programme
of Business and Consumer Surveys for EU member and candidate countries. The European Union co-finances this program.
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Meanwhile, the decline by 0.9 percentage point of the other component balance, stocks of inventories?,
led to the improvement of ICI.

The balances not included in ICI such as: export orders, expectation for production and employment in
the next quarter, decreased during 2016 Q4. Firms operating in the industry sector utilized the capacities
on average at 73.4%, or 3.6 percentage points lower than in the previous quarter, but remaining above the
historical average of 72.4%. Meanwhile, the balance of the firms’ financial situation has improved.

The Construction Confidence Indicator (CCI) continued its upward trend during 2016 Q4, resulting in
about 2.5 percentage points above the level in the past quarter and 7.2 percentage points above the
historical average (Chart 3). The improved confidence in this sector is attributable to the improvement of
the two balances: construction activity and order books, which increased by 4.3 and 0.6 percentage
points, respectively.

Other balances related to the employment and the financial situation continued to increase, whilst the
balance of employment expectations for the next quarter was downward. Capacity utilization rate in the
construction sector is estimated on average at 65.6%, or 3.7 percentage points lower than in the previous
guarter. However, this rate stands 5.6 percentage points above the level of the previous year and 1.0
percentage point above the historical average.

The Services Confidence Indicator (SCI) continued its upward trend in 2016 Q4 (+13.2 percentage
points). SCI stands significantly above its historical level by about 22.5 percentage points (Chart 4).
Improvement of confidence in services is mainly attributable to the increase of its two balances: business
situation (+16.7 percentage points) and demand (+9.6 percentage points).

Also, firms operating in the services sector assess that the balances of financial situation and employment
have increased. Expectations for demand and employment for the upcoming quarter increased during the
fourth quarter. Capacity utilization rate is estimated on average at 80.6%, or 2.0 percentage points higher
than in the previous quarter and 4.1 percentage points above the historical average.

Trade Confidence Indicator (TCI) fell by 1.6 percentage points during 2016 Q4, but remains above its
historical level by 6.3 percentage points (Chart 5). This performance was determined mainly by the
decline of one of its balances: employment expectation for the next quarter by 3.4 percentage points.
Meanwhile the other balance, business situation resulted slightly higher, (+0.1 percentage points)
compared to the previous quarter.

Employment balance improved during 2016 Q4, whilst other balances related to the financial situation
and expected business situation for the next quarter, decreased. Capacity utilization rate, in average
terms, stands at 74.6%, unchanged from 2016 Q3, remaining 3.6 percentage points lower than its
historical average.

The Consumer Confidence Indicator (CCI) improved its dynamics during 2016 Q4, increasing by 4.8
percentage points. As a result, CCI stands 3.0 percentage points above its historic average (Chart 6). All
four balances contributed to the upward side of the CCI'S value during 2016 Q4: - major purchases (+7.4

2 Decrease of inventories is interpreted as a positive development for the firm. When calculating ICI, the respective balance is
multiplied by -1.




percentage points); general economic situation expected in the country (+5.5 percentage points); expected
financial situation of households (+4.5 percentage points); income and spending situation (+1.7
percentage points).

Other balances that increased during 2016 Q4 are: major purchases in the future, and current and
expected saving situation.




Chart 3. Construction Confidence Indicator

Chart 2. Industrial Confidence Indicator
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Table 1. Confidence indicators by sector”

Values 2015 2016 Current situation
min, | av. | ™| Q3 | Q4 | Q1 | Q@ | Q3 | Q4 | Conjectural** | Structural*
Industry -26.4 -8.4 4.8 -7.1 -3.4 -5.0 -4.8 3.3 -0.1 l ++
Construction | -47.8 | -245 | -55 | -31.1 | -30.8 | -35.8 | -30.2 | -19.7 | -17.2 T +
Services -21.6 0.5 21.6 1.1 -2.5 -4.3 55 9.9 23.0 0 ++
Trade -1563 | -0.3 | 21.0 3.3 3.8 -1.1 -6.3 7.6 6.0 l +
Consumer -205 | -126 | -6.4 | -12.7 | -11.8 | -14.2 | -139 | -144 -9.6 0 +

Source: Business and Consumer Confidence Surveys, 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 from 2002 Q2 for the confidence indicators in industry and
construction. For the confidence indicators in services since 2002 Q4. For the confidence indicators in trade since 2010 Q1, and
the consumer confidence indicators since 2003 Q2. **) 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;
the situation is considered as satisfactory (+) when the index is less than 1 standard deviation higher than the average; the
situation is considered as unsatisfactory (-) when the index is less than 1 standard deviation lower than the average; and the
situation is considered as 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)*

2014 2015 2016

Q4 | Q1 | @2 | Q3 | @4 | Q1 | @2 | @3 | o4

Industry

Production over the past three months

(question 1, ICI component) 2.3 -1.0 7.8 3.4 8.2 0.9 21 14.2 7.9

Order books (question 2, ICI component) -215 | -189 | -153 | -189 | -142 | -180 | -23.0 | -105 | -15.0

Stock of finished products

(question 4, ICI component) -0.1 1.9 4.6 59 43 -2.0 -6.6 -6.1 -6.9

Export order books (question 3) 8.0 19 5.3 75 6.0 4.8 -22.6 -5.2 -6.6
Production, expectations (question 5) 26.9 28.0 20.2 23.3 19.3 20.0 336 36.2 335
Selling prices, expectations (question 6) 1.6 2.0 0.3 -15 15 2.1 5.7 2.3 0.9
Employment, expectations (question 7) 6.5 9.3 6.4 7.7 9.2 6.2 14.4 13.2 9.8
Financial situation (question 8) -0.4 1.2 9.8 4.6 11.3 4.7 4.0 8.6 13.2
Capacity utilization rate (in %, question 10) 73.2 67.7 75.1 72.2 735 69.0 74.6 77.0 734

Construction

Construction activity over the past three

months (question 1, CCI component) -10.2 | -116 | -184 | -158 | -13.7 | -25.2 | -15.0 -0.2 41

Order books (question 3, CCI component) -41.6 | -408 | -456 | -46.3 | -480 | -453 | -454 | -39.1 | -385
Employment, expectations (question 4) 8.5 2.7 0.0 0.3 -1.9 -2.7 2.3 3.1 -0.3
Prices, expectations (question 5) 15 0.9 0.4 -3.8 -34 -0.9 -8.8 -3.2 -7.1
Capacity utilization rate (in %, question 6) 60.7 57.1 60.1 62.2 60.0 54.7 67.5 69.3 | 65.6

Employment over the past three months

. -5.8 -4.9 -9.7 -11.1 -5.4 -20.6 -4.9 0.7 6.2
(question 7)

Financial situation (question 8) -7.6 -7.0 -146 | -14.0 -3.2 -243 | -13.9 -3.4 -2.0

Services

Business performance over the past three

months (question 1, SCI component) 15 0.4 3.1 14 =9 | 58 6.0 8.7 253

Demand over the past three months

(question 2, SCI component) 45 6.0 51 0.8 0.9 -2.9 5.0 11.0 20.7

Demand, expectations (question 3) 278 | 273 | 279 | 226 19.7 | 232 | 275 | 36.0 | 343




Employment over the past three months

: 8.5 7.6 3.0 12.4 -0.6 5.0 3.8 35 9.9
(question 4)
Employment, expectations (question 5) 10.8 9.5 3.8 1.8 0.9 4.9 103 | 171 | 120
Prices, expectations (question 6) 7.4 7.5 1.0 -0.5 15 5.7 -0.7 0.4 0.0
Capacity utilization rate (in %, question 7) 773 | 730 | 774 | 76.7 752 | 680 | 77.7 78.6 | 80.6
Financial situation (question 8) 6.7 25 53 4.2 -0.9 3.7 4.8 115 | 2338

Trade
Business perfo_rmance over the past three 38 91 a1 20 16 35 163 70 71
months (question 1, TCI component)
Employment, expectations (question 5, TCI 23 35 3.9 45 6.0 12 37 8.2 49
component)
Business situation, expectations (question 4) 185 | 238 | 199 | 210 | 311 | 233 | 268 | 314 | 288
Prices, expectations (question 6) 10.8 7.5 8.0 34 0.0 1.1 -55 1.0 -0.3
Capacity utilization rate (in %, question 8) 79.1 | 758 | 733 | 78.9 792 | 735 | 740 | 746 | 746
Financial situation (question 9) 9.0 -1.2 15 59 6.0 1.4 -6.5 4.8 4.2
Emplqyment over the past three months 538 8.4 18 6.1 39 28 6.2 29 6.2
(question 10)
Consumer

Flnanqal situation, expectations 61 43 71 33 20 01 42 50 9.6
(question 2, CCI component)
Econo_mlc situation, expectations 105 6.8 112 28 3.9 5.4 42 55 110
(question 4, CCI component)
Current major purchases 538 | -63.1 | -49.2 | -51.4 | -46.8 | -54.4 | -60.9 | -62.2 | -54.8
(question 8, CCI component)
Current financial situation
(question 12, CCI component) -145 | -104 | -42 -55 -6.3 -8.1 -3.1 -5.9 -4.3
Flnant?lal situation during the past 12 months 90 | 135 | 74 59 92 | 132 | 98 86 6.4
(question 1)
Current economic situation (question 3) -93 | -17.8 | -100 | -119 | -128 | -119 | -12.7 | -128 | -8.0
Prices, expectations (question 6) 7.4 -47 | -15.7 4.7 7.0 -105 | -205 | -20.1 | -13.9
Unemployment, expectations (question 7) 6.8 7.9 -0.9 105 9.5 4.9 -3.6 -1.2 -6.2
Major purchases, expectations (question 9) -299 | -328 | -336 | -38.0 | -329 | -43.7 | 485 | -54.6 | -45.6
Current savings (question 10) -46.6 | -47.3 | -351 | -36.6 | -336 | -374 | -441 | -458 | -43.1
Savings, expectations (question 11) -40.7 | -382 | -258 | -357 | -27.1 | -323 | -36.2 | -40.4 | -38.8

Source: Business and Consumer Confidence Surveys, Bank of Albania.
*) Excluding the consumer sector, the questions on prices in all sectors and the question for inventories in the trade sectors,

balances are seasonally adjusted.
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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 (Cl) 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) aggregates all the balances (13) used to calculate the confidence
indicators for the four sectors, weighted by economic activity. The ESI tracks through a single indicator
the sentiment on the country’s economic activity, obtained from the two principal economic groups, firms
and consumers.




