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BUSINESS AND CONSUMER SURVEYS IN CYPRUS AND THE          
EURO AREA1 

Z. G. Kontolemis, N. Pashourtidou and A. Tsiaklis 

Abstract 

This paper undertakes a first evaluation of the business and consumer survey data for Cyprus 
and discusses various ways, which can be used to present and utilise these series. The paper 
presents an extensive descriptive exploration of the evolution over time of various survey 
indicators for Cyprus and the euro area from May 2008, when the Economics Research Centre 
has taken over the conduct of the surveys for Cyprus, until the end of 2009. The development of 
output, employment and price expectations in sectors and subsectors of the Cyprus economy is 
discussed. Confidence indicators for sectors and consumers in Cyprus are graphed and 
compared to those of the euro area. Moreover, the development of some business and 
consumer survey variables are compared to that of relevant real variables published by the 
Statistical Service. Finally, the relation between the ESI and the GDP growth for Cyprus and the 
euro area is investigated using econometric analysis. 

The results show that all confidence indicators for Cyprus experienced a large fall between 
September 2008 and March 2009. The service and construction sectors appear to have 
experienced the worst deterioration in business climate during the period under investigation. 
The visual analysis also reveals that Cyprus has been affected by the global financial crisis, but 
with a time lag. In addition, the recovery in the euro area that observed in March 2009 is not yet 
clearly evident in the case of Cyprus. Furthermore, both descriptive and econometric analysis 
showed that there is a strong link between the ESI and the GDP growth for Cyprus and in 
particular the changes in the ESI appear to lead developments in output growth.  

The economic crisis and slowdown that affected Cyprus in the last quarter of 2008 and in 2009 
has been a test to the potential of business and consumer survey data in capturing timely future 
fluctuations in economic activity. This investigation revealed that business and consumer survey 
data provide useful indications about the developments in the economy as whole, as well as in 
various sectors, and such data can be a valuable tool to policy-makers and firms for purposes of 
economic/financial planning and decision-making. 

                                                            
1 The Economics Research Centre acknowledges financial support from the European Commission and the Ministry 
of Finance of the Republic of Cyprus. 
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ΕΡΕΥΝΕΣ ΟΙΚΟΝΟΜΙΚΗΣ ΣΥΓΚΥΡΙΑΣ ΣΤΗΝ ΚΥΠΡΟ ΚΑΙ ΤΗΝ ΕΥΡΩΖΩΝΗ 

ΠΕΡΙΛΗΨΗ 

Σκοπός της μελέτης είναι η αξιολόγηση της χρησιμότητας των στοιχείων από τις Έρευνες 
Οικονομικής Συγκυρίας (ΕΟΣ) για την Κύπρο στο να παρέχουν έγκαιρες πληροφορίες για τις 
διακυμάνσεις στην οικονομία. Παρουσιάζεται διαγραμματικά η διαχρονική εξέλιξη των δεικτών 
για την οικονομία στο σύνολο αλλά και διάφορους υποτομείς στην Κύπρο και την Ευρωζώνη, 
από το Μάιο του 2008, που ξεκίνησε η διεξαγωγή των ΕΟΣ από το Κέντρο Οικονομικών 
Ερευνών, μέχρι το τέλος του 2009. Εξετάζεται η πορεία των δεικτών στους κύριους τομείς 
οικονομικής δραστηριότητας και για τους καταναλωτές ως συνάρτηση της παρούσας 
κατάστασης (αντιλήψεων) και των προσδοκιών των ερωτηθέντων. Οι διάφοροι δείκτες 
οικονομικής συγκυρίας παραθέτονται ταυτόχρονα με σχετικές πραγματικές μεταβλητές που 
δημοσιεύονται από τη Στατιστική Υπηρεσία, ούτως ώστε να διαπιστωθεί κατά πόσο οι 
οικονομικοί κύκλοι των δεικτών συγκυρίας προηγούνται των κύκλων των πραγματικών μεγεθών. 
Τέλος διεξάγεται οικονομετρική ανάλυση για να διερευνηθεί η σχέση μεταξύ του Δείκτη 
Οικονομικής Συγκυρίας (ESI), που κατασκευάζεται από στοιχεία των ΕΟΣ, και του ρυθμού 
μεταβολής του ΑΕΠ για την Κύπρο και την Ευρωζώνη.  

Τα αποτελέσματα και η γραφική ανάλυση δείχνουν ότι όλοι οι δείκτες των ΕΟΣ για την Κύπρο 
παρουσίασαν μεγάλη πτώση την περίοδο μεταξύ Σεπτέμβριος 2008 και Μάρτιος 2009. Οι τομείς 
των υπηρεσιών και των κατασκευών φαίνεται να κατέγραψαν την μεγαλύτερη επιδείνωση στο 
επιχειρηματικό κλίμα την υπό εξέταση περίοδο. Η διαγραμματική ανάλυση έδειξε, επίσης, ότι η 
Κύπρος επηρεάστηκε από την παγκόσμια χρηματοοικονομική κρίση με κάποια χρονική 
υστέρηση. Η ανάκαμψη στην Ευρωζώνη που ξεκίνησε από το Μάρτιο 2009 δεν είναι ακόμη 
εμφανής στην Κύπρο. Επιπλέον, τόσο η περιγραφική όσο και η οικονομετρική ανάλυση έδειξε 
ότι υπάρχει ισχυρή σχέση μεταξύ του Δείκτη Οικονομικής Συγκυρίας και του ρυθμού μεταβολής 
του ΑΕΠ. Συγκεκριμένα οι αλλαγές στο δείκτη φαίνεται να προηγούνται των διακυμάνσεων στον 
ρυθμό αλλαγής της συνολικής παραγωγής. 

Από τη μελέτη προκύπτει το γενικό συμπέρασμα ότι τα στοιχεία των ΕΟΣ παρέχουν χρήσιμες 
ενδείξεις για τις εξελίξεις στην οικονομία συνολικά αλλά και σε επιμέρους τομείς της, ως εκ 
τούτου τέτοια στοιχεία αποτελούν χρήσιμο εργαλείο σε φορείς χάραξης πολιτικής και 
επιχειρήσεις για σκοπούς οικονομικού προγραμματισμού. Επίσης διαφαίνεται η σημασία της 
ανάλυσης όλων των επιμέρους δεικτών αφού παρουσιάζονται διαχρονικά μεγάλες διαφορές 
στους επιμέρους τομείς. 
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1. INTRODUCTION 

The estimation of current GDP, and the short-term forecasting for a wide range of economic 
variables, constitutes an essential task for Governments, Central Banks and other public 
organisations, given the long lags with which final data, particularly for national accounts, is 
published. Business and consumer survey (BCS) data contain information about perceptions 
and expectations of firms and consumers regarding their current and expected financial 
conditions and various other aspects of the economy (e.g. prices, unemployment). Moreover, 
BCS data are characterised by timeliness, since they are readily available at the end of each 
reference month. BCS data are used to calculate a set of monthly composite indicators that 
provide useful information on several real variables such as output, inflation, unemployment. 
These indicators are found to contain important information for short-term forecasting, and, in 
general, for monitoring cyclical fluctuations in an economy.  

Because of the importance of BCS indicators in providing timely insights about the current and 
future state of the economy, the European Commission carries out regular, harmonised, 
surveys which cover different sectors of the economies in the European Union (EU) and in a 
number of candidate countries. The harmonised surveys are conducted by different partner 
institutes such as central banks, ministries, statistical offices, business associations or private 
institutes. Since May 2008, the Economics Research Centre of the University of Cyprus, in 
collaboration with RAI Consultants Public Ltd, has been conducting the BCS in Cyprus, as part 
of the Joint Harmonised European Union Programme of Business and Consumer Surveys. 
Similar surveys are also conducted in many other countries, including notably in the United 
States (e.g. the Index of Consumer Sentiment constructed by the Survey Research Centre at 
the University of Michigan, Blue Chip Economic Indicators). 

The data are collected on a monthly basis via interviews with managers/directors of firms in 
services, retail trade, construction and industry, as well as through telephone interviews with 
consumers. The data contain information on firms’ perceptions and expectations about different 
economic variables relating to their business, for example demand, turnover, production, 
employment and prices. The surveys also gather information on consumers’ perceptions and 
expectations about the financial condition of their households and various aspects of the 
economy.2 

                                                            
2 Several additional questions are asked on a quarterly basis both in the business as well as in the consumer survey. 
An investment survey is carried out twice a year, among businesses in the industry sector.  



  2

The sampling method followed in Cyprus allows firms to be selected with a probability 
proportionate to their size.3 This method intends to limit the inclusion of a large number of 
smaller-size firms in the selected sample that are often associated with high non-response rates 
and in many cases more noisy information, and less relevant for the estimation of the overall 
GDP of the economy. The sample for the consumer survey is based on random sampling. 

Individual answers obtained from the surveys are presented as the net balances of positive and 
negative replies for each question covering all sectors and consumers. The business surveys 
cover different subsectors according to the 2-digit classification of economic activity of the 
European Community (NACE Rev. 1.1).4 For the consumer survey, results are grouped by 
respondents’ education level, age, gender, income bracket and working regime. The net 
balances are then used in the calculation of a set of monthly confidence indicators that highlight 
the economic conditions in each of the sectors and among consumers.  

Additionally, in order to be able to capture the overall economic climate in each country, the 
European Commission constructs the Economic Sentiment Indicator (ESI) which summarises 
the developments in all four sectors and among consumers. More precisely, fifteen questions, 
(four from the consumer survey, three from industry, two from construction, three from retail 
trade and three from services survey) are used to calculate the ESI. The questions from each 
sector and consumers included in the ESI are weighted using the same weights for all countries, 
namely 40% for industry, 30% for services, 20% for consumers, 5% for construction and 5% for 
retail trade. A detailed description of the construction of the ESI can be found in the User Guide 
for The Joint Harmonised EU Programme of Business and Consumer Surveys, published by the 
European Commission.5 

An alternative version of the ESI for Cyprus is constructed on a monthly basis by the Economics 
Research Centre using country-specific weights for Cyprus, which reflect more accurately the 
larger share of services, and smaller of industry, in overall GDP (e.g. the weight for industry 
used by the Commission is 40%, whereas industry in Cyprus accounts for less than 10% of the 
GDP).  

A number of papers provide a theoretical foundation for the relationship between consumers’ or 
firms’ expectations and fluctuations in aggregate output (e.g. Matsusaka and Sbordone 1995). 
In models that incorporate expectations of economic agents, and result in multiple equilibria, 
output can change not only because of changes in economic fundamentals (e.g. technology, 

                                                            
3 More details on the methodology of BCS and the questionnaires used in Cyprus can be found in the Appendix. 
4 For details on the categories used can be found in the Appendix (Table A1). For the industry survey, there are, in 
addition, a number of larger categories (main industrial groupings - MIG) which are not shown in the Table A1. 
5 Web address: http://ec.europa.eu/economy_finance/indicators/business_consumer_surveys/userguide_en.pdf 
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money supply, etc) but also because of self-fulfilling expectations. Thus, a fall in consumer 
confidence, for example, can, ceteris paribus, lead to slowdown in output. 

A considerable volume of research has also investigated the relationship between 
business/consumer confidence indicators and economic activity. Part of the literature has 
focused on using confidence indicators in forecasting output (e.g. Batchelor and Dua 1998, 
Matsusaka and Sbordone 1995 for the US; Hansson et al. 2005 for Sweden; Banbura and 
Runstler 2007, Claveria et al. 2007 for the euro area). Hansson et al. (2005), for example, use a 
dynamic factor model to obtain common factors for business survey data for Sweden which they 
include in parsimonious Vector Autoregression (VAR) models which include GDP. In the 
forecasting exercise, the VAR models using these common factors outperform those that 
include only macro variables (inflation, exchange rate, unemployment, etc) only. Claveria et al. 
2007 use a number of alternative models to forecast selected macro variables for the euro area. 
They conclude that the inclusion of information from business and consumer surveys leads to 
lower root mean square error (RMSE) than that in models without survey variables. However, 
the reduction in the RMSE is significant only in a few cases. Banbura and Runstler 2007 find 
that when the timely publication of BCS data is taken into account, survey data contain useful 
information (beyond that in monthly real activity data) for forecasting GDP in the euro area. An 
investigation of the relation between GDP growth and BCS data in a panel of European 
countries, which includes Cyprus, can be found in Kontolemis et al. (2007), for example. The 
common factors extracted from large datasets with numerous BCS variables can also be used 
both in forecasting models and as composite indicators of economic activity, which can 
complement the confidence indicators published by the European Commission (Carriero and 
Marcellino 2007). 

The purpose of this study is to undertake a first evaluation of the BCS data for Cyprus and to 
discuss various ways, which can be used to present and utilise these series. The more detailed 
graphical analysis begins in May 2008 using the data produced by Economics Research Centre. 
An econometric analysis is conducted to investigate the relationship between the ESI and the 
GDP growth in the euro area and in Cyprus and to determine whether survey data contain 
information that explain output growth. Section 2 presents the recent trends reflected in the BCS 
data for Cyprus and the euro area by plotting and decomposing various indicators over time for 
different sectors and the economy as a whole. Particular survey questions relating to output, 
employment and prices in sectors and subsectors of the economy are also graphed over time 
and the underlying trends are discussed. The development of confidence indicators for Cyprus 
is compared with those of the corresponding euro area indicators. Section 3 juxtaposes survey 
with real data to identify co-movements and presents the results of an econometric analysis of 
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the relation between the ESI and the GDP growth for Cyprus and the euro area. Section 4 
concludes. 

2. RECENT TRENDS IN CYPRUS AND THE EURO AREA 

2.1 Cyprus 

The aim of this section is to provide a brief description of the different composite indicators (i.e. 
sectoral confidence indicators and ESI) for Cyprus and draw some conclusions regarding their 
practical use. We first begin by an examination of the survey indicators both at aggregate and 
disaggregated levels.  

In Figure 1, the ESI for Cyprus as aggregated by the CypERC (ESI-CypERC) is plotted against 
the ESI calculated by the European Commission.6 As mentioned in the introduction, for the 
computation of the ESI for all countries participating in the BCS programme, the European 
Commission uses standardized weights for the different sectors. These weights are not 
representative for the case of Cyprus due to the small industry and considerably larger share of 
the services sector. Consequently, ESI-CypERC uses alternative weights which are thought to 
be more representative of the particular structure of the economy, namely 8% for industry, 52% 
for services, 6% for retail trade, 14% for construction and 20% for consumers. It can be seen 
that the two composite indicators are very similar both in terms of overall trend and of their 
turning points. Nevertheless, one noticeable feature of the ESI-CypERC is that it appears to be 
less volatile than the one calculated by the European Commission. This can be mainly attributed 
to the fact that for the computation of the ESI, the European Commission allocates a larger 
weight to industry, a sector that is by nature more volatile, particularly as it is especially 
vulnerable to exogenous economic shocks. 

 

                                                            
6 The data presented in this section are seasonally adjusted except from those in Figures 3-5. 
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Figure 1: Economic Sentiment Indicator for Cyprus 
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Figure 2 shows a breakdown of the contribution of each sector over time to the overall index, 
which is useful to analyse the underlying behaviour of the ESI-CypERC. Figure 2 also depicts 
the index for each sector since May 2005, broken down into a contemporaneous and a forward 
looking component. These allow us to examine what are the key drivers of the observed trends 
in these variables, especially during this period of weak economic activity. Note that charts 2-6 
plot the net balances, that is the difference between the positive and the negative responses. 
More detailed results are shown in Table 1.  

These charts show firstly that the fall of the ESI during the period May 2008 - November 2009 
resulted mainly from the slowdown of the services sector. Between May 2008 and November 
2008, the services confidence indicator for Cyprus declined from a positive 26 points to a 
negative 1. Put simply, from a majority of positive (optimistic) responses about the prospects for 
the sector in May 2008, the last reported results imply an overall negative sentiment for the 
sector. During the following few months the sentiment deteriorated further reaching -14 points 
by November 2009. A more careful analysis of the different questions included in the 
questionnaire reveals that over this period the evolution of demand (over the past three months) 
experienced the most significant fall amounting to some 60 points (Table 1). 
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Figure 2: Breakdown of ESI Change and Confidence Indicators 
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A similar trend is observed for the other sectors, with the exception of construction where the 

signs of a downturn appear to have been visible earlier compared with the rest of the economy. 

It is interesting that the downturn in economic activity appears to have been well captured by 

these indices rather early in the year, a fact that underlines the importance of monitoring 

properly these qualitative indicators. 
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Some other facts are also worth pointing out. In the retail sector, the most noticeable change 
over the period was in terms of the firms’ assessment of the present business climate. In 
construction, one observes a sharp reduction in the order books and consistently a deterioration 
in the expectations of businesses concerning sale prices. In industry, it is interesting to note the 
rather sharp deterioration in firms’ assessment of export orders. Interestingly, this broader 
picture is confirmed also by other indicators, as well by the available statistical data. 

The evolution of the consumer confidence indicator is less interesting. The assessment by 
consumers of the general and their own economic situation and prospects is generally negative 
with no apparent trend over the period under examination. This is of course a more general 
phenomenon observed also in other countries (for example Belgium, Germany, France, Italy, 
Spain and UK) and it is more acute in the new member states (for example Hungary, Malta, 
Slovakia, Slovenia, Romania, Bulgaria), including Cyprus, as well as in older members such as 
Greece and Portugal. The analysis of the underlying factors is also not very revealing as it is 
rather stable of time. 

Finally, overall one can see that between May 2008 and November 2009 almost all surveys 
registered a deterioration in the prevailing conditions or expectations for the future, with the 
price expectations in the construction sector experiencing the most significant decline (-80 
points).  
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Table 1: Monthly Business and Consumer Surveys 
(Difference between the percentages of positive and negative answers)1 

 2008 2009 

SURVEY 5 6 7 8 9 10 11 12 1 2 3 4 5 6 7 8 9 10 11 

SERVICES                    

Confidence Indicator2 26 28 17 20 22 7 -1 1 1 -5 -13 -13 -13 -21 -15 -17 -12 -19 -14 

Assessment of business situation over the past 3 
months3 

17 18 13 11 15 1 -12 -4 -2 -9 -15 -14 -18 -22 -27 -30 -20 -28 -18 

Evolution of demand over the past 3 months3 32 28 17 15 22 3 -8 0 2 -5 -10 -17 -26 -31 -24 -26 -24 -39 -29 

Evolution of demand expected over the next 3 months3 30 37 22 35 29 18 18 8 4 -2 -13 -9 4 -9 6 5 6 9 4 

Evolution of employment over the past 3months 23 24 20 20 11 17 7 5 -3 -8 -4 -5 -13 -12 -15 -11 1 -8 0 

Evolution of employment expected over the next 
3months 

22 24 24 12 16 12 14 3 4 1 -2 -3 -10 -7 -12 -7 -8 -6 -8 

Selling-price expectations 16 12 22 21 8 20 19 24 11 -2 -3 -10 -13 -8 -17 -9 -11 -17 -7 

RETAIL TRADE                    

Confidence Indicator2 8 7 6 1 5 0 -9 -16 -21 -28 -29 -29 -25 -21 -23 -26 -20 -26 -28 

Present business situation3 5 6 8 1 1 -1 -11 -17 -27 -33 -39 -37 -43 -40 -38 -41 -39 -50 -48 

Volume of stocks3 17 13 12 16 11 19 19 20 25 21 26 25 14 14 20 15 11 20 26 

Expected business situation3 38 28 24 17 25 21 2 -12 -12 -31 -22 -25 -20 -10 -12 -20 -9 -9 -11 

Intentions of placing orders 2 2 -3 -2 3 -1 -15 -32 -22 -41 -41 -37 -38 -37 -32 -33 -26 -28 -22 

Employment expectations 12 9 7 7 7 3 -3 -2 -4 -7 -7 -8 -8 -8 -6 -10 -7 -3 -3 

Selling-price expectations 19 21 19 19 9 13 8 -3 -3 -4 -8 -2 -9 -10 -14 -10 -10 -3 -1 

CONSTRUCTION                    

Confidence Indicator2 6 -3 -4 -9 -3 -15 -24 -24 -42 -42 -51 -45 -39 -49 -44 -49 -44 -54 -43 

Trends of activity compared with preceding months 8 -9 -5 -8 36 -15 -28 -37 -36 -48 -60 -53 -44 -51 -45 -55 -14 -62 -50 

Order books3 3 -12 -15 -26 -20 -31 -39 -33 -48 -49 -57 -57 -49 -68 -62 -68 -63 -71 -64 

Employment expectations3 8 7 7 9 13 2 -8 -16 -36 -35 -46 -33 -30 -31 -27 -30 -25 -37 -22 

Price expectations 34 24 30 14 12 1 -22 -25 -30 -31 -27 -35 -22 -34 -40 -41 -40 -37 -46 

INDUSTRY                    

Confidence Indicator2 11 11 12 9 10 3 1 -4 -11 -13 -19 -8 -16 -11 -8 -20 -14 -20 -12 

Production trend observed in recent months 17 16 20 32 43 4 6 -2 -16 -16 -35 -46 -30 -28 -26 -38 -14 -37 -29 

Order books3 -2 -7 -5 -5 -6 -9 -10 -12 -19 -21 -28 -30 -32 -31 -32 -42 -35 -42 -33 

Export order books -24 -37 -34 -39 -35 -40 -56 -39 -64 -51 -61 -68 -75 -65 -72 -47 -61 -79 -55 

Stocks of finished products3 -10 -12 -13 -3 -7 -1 -6 1 7 2 6 0 0 -2 -10 2 -4 -6 -1 

Production expectations3 25 27 29 27 31 18 8 2 -7 -16 -24 7 -16 -4 -3 -16 -12 -23 -5 

Employment expectations 25 23 -10 20 24 -14 11 9 -39 1 -7 -38 -2 -5 -33 -12 -9 -36 -3 

Selling-price expectations 28 25 30 24 17 5 0 0 -1 -5 5 -2 -11 1 -9 -10 -3 -6 7 
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Table 1 (continued) 
 2008 2009 

SURVEY 5 6 7 8 9 10 11 12 1 2 3 4 5 6 7 8 9 10 11 

CONSUMERS                    

Confidence Indicator2 -30 -34 -32 -27 -25 -31 -36 -41 -39 -40 -42 -41 -37 -28 -33 -38 -33 -34 -38 

Financial situation of households over last 12 months -20 -26 -23 -19 -17 -20 -24 -21 -21 -20 -19 -25 -19 -17 -21 -24 -17 -20 -18 

Financial situation of households over next 12 months 3 -16 -20 -19 -9 -3 -8 -17 -20 -16 -15 -14 -15 -15 -11 -9 -15 -9 -9 -9 

General economic situation in Cyprus over last  
12 months 

-35 -45 -48 -44 -45 -41 -43 -46 -43 -48 -46 -47 -45 -37 -43 -46 -46 -48 -48 

General economic situation in Cyprus over next  
12 months 3 

-31 -37 -39 -26 -25 -30 -34 -45 -42 -47 -48 -44 -37 -24 -29 -38 -33 -29 -33 

Prices trends over last 12 months 58 69 66 68 66 67 65 61 56 52 46 40 32 29 37 37 27 26 30 

Prices trends over next 12 months 47 45 46 23 23 17 16 12 1 4 2 4 -1 0 -9 3 3 3 8 

Unemployment over next 12 months3,4 29 33 33 33 30 38 47 55 53 61 65 58 53 43 50 55 52 58 62 

Major purchases at present -14 -29 -30 -41 -35 -41 -53 -49 -51 -56 -46 -48 -40 -39 -44 -41 -34 -31 -36 

Major purchases over next 12 months -1 -3 -6 -3 -6 -9 -23 -29 -32 -41 -40 -40 -34 -28 -37 -36 -35 -47 -44 

Savings at present -4 -14 -1 2 -7 -17 -14 -3 -9 -2 -9 -12 -12 -7 -6 -11 -10 -11 -8 

Savings over next 12months -45 -46 -36 -39 -42 -48 -47 -44 -44 -37 -40 -46 -42 -34 -43 -45 -39 -41 -47 

Notes: 1 The positive answers refer to an increase/improvement/appropriateness/more than sufficient/large probability and the negative answers to the opposite. 
The data are seasonally adjusted. 

2 The description of the construction of the indicator can be found in 
http://ec.europa.eu/economy_finance/indicators/business_consumer_surveys/userguide_en.pdf. 
3 Component of the confidence indicator. 
4 Results are shown as raw data. 
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Next, we present the results of the business surveys which are categorised to different 
subsectors according to the NACE Rev.1.1. As was mentioned before, each questionnaire 
includes questions that aim at assessing the current economic situation, and others with a 
forward-looking perspective. These forward looking parts of the questionnaire are plotted in 
Figures 3-5, for the period from May 2008 to November 2009, for all sectors and the most 
relevant subsectors in terms of value added, with the exception of retail trade where the chart 
shows subsectors of wider interest.  

Overall one can see downward trends in terms of output expectations in all sectors. The most 
striking is that in the construction sector, where the surveys register a monotonic deterioration in 
the prospects throughout the period under examination. A similar, albeit less, negative picture is 
seen also in retail trade, where expectations have registered a steady deterioration as the 
economy begun to show signs of a slowdown. The picture in services is less clear due to the 
strong seasonality patterns evident in the series. One of course sees there also a negative trend 
evolving over time. The only exception is financial intermediation, where firm’s expectations 
have held steady, and even shown signs of an improvement in the past few months. The 
analysis of employment expectations reveals a very similar picture (Figure 4). 

As can be seen from Figure 5, the price expectations in all sectors also register a negative trend 
during the period under examination, with the largest reduction in prices expected among the 
businesses in the construction sector. In financial intermediation, and despite the relatively 
positive outlook recorded among firms in the services sector, there is a clear deterioration in the 
prospects for prices, confirming the intense and growing competition in the sector. 

To sum up, it is clear to see that employment, output and price expectations registered an 
overall negative trend, with the businesses in the construction sector being the most pessimistic 
of all. However, the more detailed breakdown reveals important heterogeneities across sub-
sectors, which may be relevant for the estimation and forecasting of short term GDP. 
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Figure 3: Output Expectations 
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Figure 4: Employment Expectations 
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Figure 5: Price Expectations 
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2.2 Cyprus and the euro area 

In this section we compare the evolution of the different composite indicators for Cyprus and the 
euro area. The analysis that follows uses seasonally adjusted data covering the period between 
May 2008 and November 2009.  

Figures 6-11 plot the confidence indicators by sector for the euro area and Cyprus. The 
industrial and services confidence indicators are plotted in Figures 6 and 7 respectively. The 
visual analysis reveals that the industrial and services confidence indicators for Cyprus and the 
euro area follow a similar downward trend. In March 2009, both confidence indicators for the 
euro area seem to recover, whereas in the case of Cyprus there appears to be no apparent 
turning point.  

Figure 8 plots the consumer confidence indicator and shows that the two follow the same 
pattern, with the exception of the last six months. Moreover the consumer confidence indicator 
for Cyprus remains below euro area’s indicator during the whole period. For the euro area, the 
indicator reaches a minimum level in March 2009 and then follows a steady increase pointing 
out that the consumer confidence bounces back. On the other hand, the consumer confidence 
indicator for Cyprus exhibits significant fluctuations, especially in the later period, and shows no 
sign of a recovery. 

With reference to the retail trade and construction confidence indicators (Figures 9 and 10 
respectively), it can be seen that, until December 2008, both confidence indicators for Cyprus 
are above the respective indicators of the euro area. From December 2008 onwards, the 
indicators for Cyprus cross below euro area’s indicators. This is attributed to the sharp reduction 
of the two confidence indicators for Cyprus, experienced between September 2008 and March 
2009. 

The ESI for the euro area is plotted against the ESI for Cyprus in Figure 11. Both composite 
indicators follow a downward trend reaching a minimum level in March 2009. After that, the ESI 
for the euro area picks up, providing evidence that the economy recovers. Nevertheless, for 
Cyprus there is not a turning point, indicating that the Cypriot economy is still not out of the 
recession.  
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Figure 6: Industrial Confidence Indicator  Figure 7: Services Confidence Indicator 
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Figure 8: Consumer Confidence Indicator   Figure 9: Retail Confidence Indicator 
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Figure 10: Construction Confidence Indicator Figure 11: Economic Sentiment Indicator 
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All in all, it is evident that all composite indicators for Cyprus experienced a precipitous fall 
between September 2008 and March 2009. The visual analysis also reveals that Cyprus has 
been affected by the global financial crisis, but with a time lag. In addition, the recovery in the 
euro area that observed in March 2009 is not yet clearly evident in the case of Cyprus.  

3. HOW WELL DO THE SURVEYS TRACK MACROECONOMIC DATA?  

The purpose of this section is twofold: first, we need to examine how well these survey 
indicators track real macroeconomic data, including GDP. We look at a number of time series 
indicators for Cyprus; second, we examine the correlation between changes in the ESI in the 
euro area countries and quarterly GDP growth. For the latter we include a graphical as well as 
an econometric analysis. 

3.1 High frequency data from Cyprus 

Regarding more disaggregated data, Figure 12 plots a number of key monthly economic 
variables for Cyprus along with the corresponding indicators for the period between May 2008 
and November 2009.7 These cover the tourist and construction sector, as well as overall prices. 
In general, all survey indicators have a strong fit and in most cases they lead the corresponding 
turning points of the actual data. This is particularly true for tourism, which exhibits strong 
seasonality.8 Furthermore, the comparison between the growth rate of the local sales of cement 
with the construction confidence indicator, reveals that the two variables are generally moving 
together, with the construction confidence indicator being less volatile. A similar trend can also 
be observed between inflation and consumers’ expected rate of increase in prices.9 For that 
particular series, the survey data from the consumers’ questionnaires seem to provide a 
substantial lead to actual inflation data during the period of deceleration of inflation late last 
year. 

Following this graphical approach, we can see that, on average, the particular real economic 
variables and the related survey data are moving together. However, the analysis presented in 
this section is only descriptive; thus, the results should be interpreted with care. In order to 
exploit the information content of the business and consumer surveys for Cyprus and infer 
whether they can be used as leading indicators for the real economic activity, more formal 
econometric analysis is required.   

                                                            
7 Real data were obtained from the Statistical Service of Cyprus database.  
8 The Hotels and Restaurants confidence indicator consists of the same individual questions as the services 
confidence indicator, but is constructed using only the replies of firms in the Hotels and Restaurants subsector. 
9 Inflation is the percentage change of the consumer price index (base year=2005) from the corresponding month of 
the previous year. 
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Figure 12: Real vs. Business and Consumer Survey Data 
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3.2 Economic Sentiment Indicator and GDP growth 

To examine in more detail the relationship between GDP and the ESI we need to compare data 
from across the euro area. Quarterly data for the ESI and the GDP, from 1995 to 2009, were 
obtained from the databases of the European Commission and the Eurostat, respectively. The 
sample for the ESI differs from country to country depending on the date that the business and 
consumer surveys were first launched (e.g. for Cyprus the start date is May 2001). GDP growth 
is calculated as the seasonally adjusted quarter-on-quarter percentage change in GDP 
(expressed in 2000 constant prices). 

Figure 13 plots the ESI for Cyprus and the euro area against the respective GDP series over a 
period of five years. The charts reveal a very strong correlation between survey data and the 
GDP, though the data from Cyprus is more volatile compared with the euro area. Similar strong 
relationships are evident in other countries of the euro area. 

Figure 13: ESI vs. GDP Growth (quarter-on-quarter) 
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We have also investigated the cross-country relationship between the GDP growth and lagged 
ESI (see Figures A1 and A2 in the Appendix for a more detailed graphical analysis). Overall, it 
appears that one lag is sufficient to capture the link between ESI and GDP. This is also evident 
from the computed correlations between the GDP growth and the change in ESI (4 leads and 4 
lags), for the period between 1995q1 and 2009q2 (Table A2, see Appendix). The results are in 
line with previous findings since, for both the euro area and Cyprus, the highest correlation 
coefficient is observed when the ESI is lagged by one quarter. 

Based on these results we present in Figure 14 the scatter plot between the GDP growth and 
the quarter-on-quarter change in the ESI lagged by one quarter for 2008q3, 2008q4, 2009q1 
and 2009q2. These plots show that large falls in sentiment, especially in the forth quarter of 
2008, were consistent with large declines in GDP in the first quarter of 2009. 
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Figure 14: ESI Change and GDP Growth (quarter-on-quarter) 
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Table 2 reports the change in the ESI lagged one period together with the actual output growth 
for the particular quarter. We observe that large negative changes in the ESI tend to be followed 
by severe slowdown in economic activity, with the most noticeable example being the negative 
growth rate reported for the euro area in the fourth quarter of 2008 and the first quarter of 2009. 
For Cyprus, we can also see that the worsening in the economic sentiment is associated with 
negative GDP growth rates. 

Table 2: Changes in the ESI and the GDP Growth 

Euro area Cyprus 
Period 

ΔESI(t-1) GDP growth ΔESI(t-1) GDP growth 

2008:3 -3.43 -0.416 -1.00 0.194 

2008:4 -6.77 -1.944 -1.83 -0.155 

2009:1 -12.43 -1.981 -15.77 -0.532 

2009:2 -8.47 -0.116 -13.93 -0.797 

2009:3 4.13 0.418 0.47 -0.560 

2009:4 8.47 - -0.53 - 

2010:1 7.77 - -1.50 - 

Note: The changes in ESI and GDP are with respect to the previous quarter. 



20 
 

An econometric analysis can also throw more light into this cross-sectional picture. Using 
stacked data for the countries of the euro area for the period 1995:1-2009:2, we estimated a 
model for the GDP growth with explanatory variables the changes in the ESI lagged one period 
and a dummy variable for the fourth quarter of 2008 and the first quarter of 2009. The dummy 
variable captures a negative shock in output growth, possibly due to the Lehman Brothers 
Bankruptcy and the financial crises that followed, which also affected the economies of Europe. 
The unobserved individual effects of each country in the sample are modelled in two alternative 
ways. First, the differences between countries are given by shifts of the constant term of the 
model, known as the fixed effects model. Second, the country variations are captured by 
randomly distributed intercepts across countries, known as the random effects model.  

Formally, the fixed effects model is given by 

iti itiiit DxDy εγβα +++=∑ = −
16

1 1 8491   (1) 

and the random effects model is represented by 

ititiit Dxuy εγβα ++++= − 84911    (2) 

where 16,,1K=i  and Tt ,,1K= are the indices for country and time respectively, ity  is the 
quarter-on-quarter percentage change of GDP for country i  at time t , 1−itx  is the quarter-on-
quarter change in the ESI lagged one period, iD  is a dummy variable that takes the value one 
for country i  and zero otherwise, 8491D  is a dummy variable that takes the value one on the 
fourth quarter of 2008 and on the first quarter of 2009 and zero otherwise, iu  (in the random 
effects model) denotes the random heterogeneity specific to country i  and itε is the random 
error term.10 

We estimated a number of models with different numbers of leads and lags, as well as 
contemporaneous values of the ESI before reaching the final specifications given in (1) and (2) 
above. The choice of the regressor lag length in (1) and (2) was based on the significance of the 
various lags/leads and current values included. 

The estimation results of (1) and (2) are shown in Table 3.11 The results from the fixed and the 
random effects model are very close, indicating that there is a strong positive relationship 
between the lagged change in the ESI and output growth in euro area countries. The change in 
the ESI appears to lead by one period the movements in the GDP growth.  
                                                            
10 In the random effects model the random heterogeneity term, iu , is uncorrelated with the error term and the 
regressors. 
11 Prior to estimation, the variables were tested for unit roots. The Augmented Dickey-Fuller test indicated that the 
variables are stationary. The detailed results can be found in the Appendix (Table A3 and A4). 
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For example, an increase in the change of the ESI in the previous period by one unit leads to an 
increase of about 0.04 percentage points in output growth (e.g. if growth was 1% it will increase 
to 1.04%), on average in euro area countries. The financial crisis in autumn 2008 is estimated to 
have lowered the growth rate of GDP in the euro area by 2.5 percentage points on average. 

Table 3: Estimation Results, Fixed and Random Effects 

 Fixed effects Random effects 

 
Estimate 
(std error) t-statistic Estimate 

(std error) t-statistic 

ESI (quarter-on-quarter change,  
lagged one period) 

0.0426 
(0.0104) 4.11 0.0423 

(0.0113) 3.76 

Dummy for 2008:4, 2009:1 
-2.4785 

(0.3496) -7.09 
-2.4908 

(0.3771) -6.61 

Constant 
0.7910 

(0.0174) 45.56 
0.8027 

(0.0657) 12..21 
Note: The standard errors used are robust to heteroscedasticity. The number of observations used in estimations is 
810. The parameter estimates for the constant terms for each country from the fixed effects model can be found in 
the Appendix (Table A5). 

To examine whether the estimation results in Table 3 that hold for the euro area countries on 
average differ substantially for Cyprus, we also explored models of the relation between output 
growth and the ESI changes using data solely for Cyprus. The final model is of the form 

CYtCYtCYt xy εβα ++= −1   (3) 

where CYty  and 1−CYtx  is the quarter-on-quarter percentage change of the GDP and the quarter-
on-quarter change of the ESI (lagged one quarter). The available data for Cyprus cover the 
period 2001:4-2009:2. Moreover, we estimate the following model, using aggregate data for the 
euro area as a whole that span from 1995:1 to 2009:2 

EAtEAtEAt Dxy εγβα +++= − 84911   (4). 

The choice of specifications (3) and (4) was reached after having estimated models with 
alternative numbers of leads, lags and contemporaneous values of the ESI changes, and tested 
their significance. 

Table 4 presents the results from the estimation of (3) and (4). As in Table 3, we observe that 
there is a positive relation between the ESI changes lagged by one quarter and the GDP 
growth. For Cyprus, a one-unit increase in the change of ESI in the previous quarter leads to 
0.03 percentage points increase in output growth of the current quarter. This estimate for 
Cyprus is slightly lower than the average effect estimated using all euro area countries in a 
single model (see Table 3). For the euro area as a whole, the results show that a decrease of 
one unit in the change of the euro area ESI in this quarter will tend to decrease the euro area 
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GDP growth by about 0.05 percentage point in the next quarter. This finding is quite close to the 
result in Table 3. 

Table 5: Estimation Results, Cyprus and the Euro Area 

 Cyprus Euro area 

 
Estimate 
(std error) t-statistic Estimate 

(std error) t-statistic 

ESI (quarter-on-quarter change,  
lagged one period) 

0.0313 
(0.0108) 2.89 0.0500 

(0.0182) 2.74 

Dummy for 2008:4, 2009:1 - - -1.9455 
(0.3897) -4.99 

Constant 
0.7706 

(0.0908) 8.49 
0.5680 

(0.0644) 8.82 

Model diagnostics   

Residual autocorrelation (LM test, 2 lags) p-value=0.6943 p-value=0.7874 

Residual ARCH (LM test, 2 lags) p-value=0.7344 p-value=0.9525 

Number of observations  31 56 

Assuming that the estimated relation between output growth and the ESI is stable over time, we 
can use it to gain some indication about future movements in the GDP growth, given that data 
on ESI for a particular quarter are available well in advance of the official release of the GDP for 
that quarter. 

Both descriptive and econometric analysis revealed that there is a strong link between the ESI 
and the GDP growth for Cyprus and in particular the changes in the ESI appear to lead 
developments in output growth. Thus, BCS data can constitute a useful tool for monitoring 
fluctuations in economic activity, given that they are readily available, and for applying timely 
any necessary corrective measures to prevent recessions.  

4. CONCLUSIONS 

This paper attempts to evaluate the usefulness of BCS data for Cyprus in providing timely 
insights about future fluctuations in the economy. The paper presents an extensive descriptive 
evaluation of the evolution over time of various survey indicators for Cyprus and the euro area 
from May 2008, when the Economics Research Centre has taken over the conduct of the 
surveys for Cyprus, until the end of 2009. The development of output, employment and price 
expectations in sectors and subsectors of the Cyprus economy is discussed. Confidence 
indicators for sectors and consumers in Cyprus are graphed and compared to those of the euro 
area. Moreover, the development of some business and consumer survey variables are 
compared to that of relevant real variables published by the Statistical Service. Finally, the 
relation between the ESI and the GDP growth for Cyprus and the euro area is investigated 
using econometric analysis. 
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The results show that all confidence indicators for Cyprus experienced a large decrease 
between September 2008 and March 2009. The service and construction sectors appear to 
have experience the worst deterioration in business climate during the period under 
investigation. The visual analysis also reveals that Cyprus has been affected by the global 
financial crisis, but with a time lag. In addition, the recovery in the euro area that observed in 
March 2009 is not yet clearly evident in the case of Cyprus.  

Furthermore, both descriptive and econometric analysis showed that there is a strong link 
between the ESI and the GDP growth for Cyprus and in particular the changes in the ESI 
appear to lead developments in output growth. We estimated that a drop, for example, of 10 
points in the ESI change this quarter will lead to lower GDP growth by about 0.3-0.4 percentage 
points in the next quarter. This estimate can be used just as a rule of thumb and it does not 
provide an accurate forecast of GDP growth.  

As the BCS data for Cyprus are available only since May 2001, we shall need a longer time 
series to carry out a more reliable econometric analysis. However, simple time series models 
like those estimated in this paper can be used as components of a large set of models, 
incorporating information from other sources, that can be used to produce forecast 
combinations. 

The economic crisis and slowdown that affected Cyprus in the last quarter of 2008 and in 2009 
has been a test to the potential of BCS data in capturing timely future fluctuations in economic 
activity. This investigation revealed that BCS data provided useful indications about the 
developments in the economy as whole, as well as in various sectors, and such data can be a 
valuable tool to policy-makers and firms for purposes of economic/financial planning and 
decision-making. 
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APPENDIX  

A1. Business and consumer surveys: methodology followed in Cyprus 

As mentioned earlier, the harmonised business and consumer surveys are conducted in a 
decentrentalised manner by the participating institutes in the Member States. Despite the 
harmonised questionnaires, the common timetable and the classification of the survey results, 
the participating institutes are responsible for determining their sampling frame, sampling and 
survey methods. This section provides a description of the methodology used in Cyprus.   

A1.1 Business surveys 

Survey method and sampling 

In Cyprus, the business surveys are conducted via telephone, email, fax or face-to-face 
interviews. The Establishment Survey (2005) by the Statistical Service of the Republic of Cyprus 
is used as the frame. The sample size for the retail trade and the services surveys consists of 
200 firms per survey. For the industry and construction survey, 100 firms are interviewed in 
each instance.  

The sample of recruited firms, is allocated in each economic activity by applying to the sample 
the proportion of firms in each economic activity to the universe (the proportion is calculated in 
such a way that firms with 1-9, 10-49, 50-249 and 250+ employees are assigned weights 1, 10, 
50 and 250, respectively). Then, within each economic activity firms are selected with a 
probability proportionate to their size, i.e. a business with 10-49 employees is 10 times more 
likely to be selected in the sample than a business with 1-9 employees, a business with 50-249 
employees is 50 times more likely to be selected in the sample than a business with 1-9 
employees and a business with 250+ employees is 250 times more likely to be selected in the 
sample than a business with 1-9 employees. 

The reason for using the above method is the presence of a large number (majority) of micro 
and small size firms in Cyprus, which from experience are known to be reluctant to participate in 
such surveys and are associated with high non-response rates. The above method aims at 
limiting, to some extent, the inclusion in the selected sample of a large number of micro and 
small size firms. The use of a simple random or stratified sampling method would lead to the 
selection of a high proportion of micro and small size firms and to smaller proportions of medium 
and large size firms, whose responses are more informative of the conditions in the particular 
sector. Refusals are not included in the sample of recruited firms and are immediately replaced 
by other similar firms (in terms of NACE code), who agree to participate in the survey. 
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The sample consists of a panel of businesses and the questionnaires are answered by the 
same business representative (Director, Manager, etc) every month. We allow for 10% – 20% 
drop-out from the panel, per year, which is replaced by the inclusion of new participants, 
following the same selection criteria. 

Aggregation and weighting  

With regard to the industry survey, there are some individual NACE categories and few larger 
categories (aggregates). The individual responses used to obtain the results by the required 
economic activity (NACE code), are unweighted due to the sampling method used. To obtain 
the results by the required larger category (aggregate) and for the TOTAL, the responses are 
weighted by the value added of the corresponding population economic activity (NACE code). 

The categories that are currently covered in the retail trade survey are: FOO (Food, Drink, 
Tobacco), TEX (Textile, Clothing, Footwear), HGT (Household Goods Total), HGE (Household 
Goods Electricity), HGO (Household Goods Other), MOV (Motor Vehicles), LMS (Large Multiple 
Shops), REM (Remaining), and TOTAL. The individual responses used to obtain the results for 
required categories which cover a single NACE code (i.e. FOO, HGE, and HGO), are 
unweighted due to the sampling method used. To obtain the results for required categories, 
which cover more than one NACE code, and for the TOTAL the responses are weighted by the 
value added of the corresponding population economic activity (NACE code). 

With reference to the services survey, there are only individual NACE categories. The individual 
responses used to obtain the results by required economic activity (NACE code), are 
unweighted due to the sampling method used. To obtain the results for the TOTAL, the 
responses are weighted by the value added of the corresponding population economic activity 
(NACE code). 

As far as the construction survey is concerned, the following categories are currently covered: 
Buildings (B1), Housing (B2), Other Buildings (B3), Public Works (B4), and TOTAL. The 
individual responses used to obtain the results by required category (B1, B2, B3, B4) are 
weighted by the percentage of each business’s activities allocated in the required category.12 
The individual responses used to obtain the results for the TOTAL are unweighted.  

                                                            
12 There are no available data in terms of value added for the categories B2, B3 and B4. 
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A1.2 Consumer survey  

Survey method and sampling 

The consumer survey is conducted via telephone interviews and the Official telephone directory 
(compiled by Cyprus Telecommunications Authority) is used as the frame. About 92% of all 
households with a telephone are listed in this directory. This directory is loaded into a 
specialised software database, which automatically provides the selection of households to be 
interviewed, within each stratum, with a random call generation. Eligible respondents 
(individuals aged 18 years or older) within each household are randomly selected using the 
next-birthday method. In the case of the consumer survey and 500 consumers are interviewed 
every month. 

The sampling method used is stratified random sampling, with stratification criterion the districts 
of Cyprus and urban and rural areas. For the purposes of sample selection, Cyprus is divided 
into five strata, which represent the major districts of the island. Subsequently, the five districts 
are divided into urban and rural areas, based on the latest demographic breakdown provided by 
the latest Population Census (2001) available from the Statistical Service of the Republic of 
Cyprus (2005 update estimates).  

Following the classification guidelines of the European Commission, respondents in the 
consumer surveys are categorised according to education, age, gender, income and working 
regime. The individual responses are weighted according the distribution of age and gender in 
the population.  

A1.3 Questionnaires 

The questions of the BCS programme attempt to provide an assessment of the country’s 
general economic situation. As already mentioned, most of the questions are asked on a 
monthly basis, but there are also questions that are asked only on a quarterly basis and they 
are included in the questionnaires in January, April, July and October. The purpose of this 
section is to provide a detailed description of the harmonized questionnaires used in Cyprus.   

The questions collect information about the recent and current economic situation of the 
businesses and the consumers, as well as information about their expectations for the future. As 
far as the business surveys are concerned, when firms are asked about their recent economic 
situation and expectations, they should take into consideration the past three months and the 
next three months respectively. When consumers are asked about their expectations, the 
questions refer to the period over the next twelve months, and when they are asked to provide 
information about their recent economic situation, the consumers should take into account the 
past twelve months.  
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Answer scheme: 

In the business surveys, there are both quantitative and qualitative questions. However, the 
majority of the questions are of a qualitative nature. For qualitative questions of the business 
surveys, answers are usually given according to a three-option ordinal scale: “increase” (+), 
“remain unchanged” (=), “decrease” (-); or “more than sufficient” (+), “sufficient” (=), “not 
sufficient” (-); or “too large” (+), “adequate” (=), “too small” (-). 

Regarding the quantitative questions of the business surveys, the answer scheme is different. 
These questions have to do with capacity utilisation and the period of production assured. The 
answers to the quantitative questions are requested in percentage of full capacity or in number 
of months respectively. 

In the industry, construction and services surveys, there are also questions on factors that limit 
the business’s activity, with a list of six or seven possible factors is proposed, and respondents 
are requested to select one or several factors. 

The consumer survey consists of only qualitative questions. Here, the answers are always given 
according to a five-option ordinal scale such as: “got a lot better” (++), “got a little better” (+), 
“stayed the same” (=), “got a little worse” (-), “got a lot worse” (--) etc. 

Industry survey 

The industry survey consists of seven monthly questions, while nine quarterly questions are 
added to the survey. The qualitative questions of the industry survey refer to an assessment of 
recent trends in production and orders, as well as to an evaluation of recent development of the 
business’s competitive position on the domestic and foreign market. Furthermore, managers are 
asked about their assessment of the current levels of order books and stocks, as well as 
expectations about production, export orders, selling prices and total employment.  

Furthermore, there is a question on factors limiting business’s production. The two quantitative 
questions are asked on quarterly basis and they provide information on the current production 
capacity and the number of months of production secured. 

Retail trade Survey: 

The retail trade survey is purely qualitative with six monthly questions, while no quarterly 
questions are added to the survey. The retail trade survey provides information about the 
managers’ assessment of their recent business activity (sales), and of the current volume of 
stock. There are also questions that imprint managers’ expectations about future changes in 
their business’s activity (sales), orders, employment and selling prices. 
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Construction Survey: 

Nearly all the questions (five) of the construction survey provide qualitative information, apart 
from one quantitative question, which is asked on quarterly basis, and refers to the number of 
months of production secured. The qualitative questions refer to an evaluation of recent trend in 
building activity, of the current levels of order books, and expectations about total employment 
and selling prices. There is also a question on factors limiting building activity. 

Services Survey: 

The information provided by the services survey is entirely qualitative, where six questions are 
asked on monthly basis, and one quarterly question is added to the survey. The monthly 
questions provide information about the managers’ assessment of their recent trend in business 
activity, of the recent and future changes in their business’s turnover and total employment, as 
well as expectations about the changes of their charging prices. The quarterly question provides 
information about the factors that limit the business’s production. 

Consumer Survey: 

The consumer survey consists of twelve monthly questions, with three extra questions every 
quarter. The main questions refer to an assessment of the recent and future changes in the 
households’ financial situation, general economic situation in Cyprus, and consumer prices. 
Among others, consumers are asked to provide information about their savings and intentions 
with regard to major purchases. Finally, the consumer survey provides information concerning 
the expected change in the number of unemployed people in Cyprus. 

Investment Survey: 

An investment survey of the industry sector, which gathers information on firms’ investment 
plans, is conducted in March/April (“spring survey”) and in October/November (“autumn 
survey”). The spring and autumn surveys have different questionnaires. The spring survey 
contains two quantitative questions, where managers should state the percentage change in 
investment of their business from year t-2 to year t-1 and from year t-1 to t. The autumn survey 
consists of a more detailed questionnaire with two quantitative questions and ten qualitative 
questions. With regard to the quantitative questions of the autumn survey, managers are asked 
about the percentage change in investment of their business from year t-1 to year t and from 
year t to t+1. With reference to the qualitative questions, the autumn survey contains a question 
on the type of investment (replacement, extension of production capacity, technical progress, 
other) planned in years t and t+1, as well as a question on the factors driving investment 
(demand, profitability, technical progress, others) planned in years t and t+1.  
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The answer scheme for the quantitative questions of the investment survey is of the traditional 
quantitative type i.e. the answers are requested in percentage change in investment. The 
answer scheme for the qualitative questions on the type of investment and on the factors 
influencing investment is different. Regarding the former question, businesses are asked to 
indicate the main type of investment, while the answers for the questions on the factors driving 
investment are given according to a five-option ordinal scale: “very stimulating” (++), 
“stimulating” (+), “no influence” (=), “limiting” (-), “very limiting” (--). 

Demographics 

Various demographics and business characteristics are also collected. For the business survey, 
we record the business name, the name of the manager/director interviewed, as well as the 
firm’s address and telephone number. We also have information about the legal form of the 
business, the number of employees, the year of establishment and the economic activity NACE 
of the firm. 

As far as the consumers are concerned, we have the respondent’s age, sex, address, and 
telephone number. In addition, we have information concerning socio-economic characteristics 
such as the respondent’s level of education, income, occupation and working regime.  
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Table A1: Classification of Sectors 

Services Hotels and Restaurants 

 Transport  

 Activities of Travel Agencies and Tour Operators, Tourist Assistance Activities  

 Post and Telecommunications 

 Financial Intermediation, Except Insurance and Pension Funding 

 Insurance and Pension Funding, except Compulsory Social Security 

 Activities Auxiliary to Financial Intermediation 

 Real Estate Activities 

 Renting of Machinery and Equipment without Operator and of Personal and Household Goods 

 Computer and Related Activities 

 Research and Development 

 Other Business Activities 

 Education 

 Health and Social Work 

 Sewage and Refuse Disposal, Sanitation and Similar Activities 

 Activities of Membership Organisations 

 Recreational, Cultural and Sporting Activities 

 Other Service Activities 

  TOTAL 

Retail Trade Drink, Tobacco 

 Textile, Clothing, Footwear 

 Household Goods Total 

 Household Goods Electricity 

 Household Goods Other 

 Motor Vehicles  

 Large Multiple Shops  

 Remaining 

  TOTAL 

Construction Buildings 

 Housing 

 Other Buildings 

 Public Works  

  TOTAL  
Industry Consumer Goods 

Investment Goods 
Intermediate Goods 
Durable Consumer Goods 
Food, Beverages 
Non-durable Consumer Goods 
TOTAL 

 



32 
 

Table A2: Correlations between Changes in ESI and GDP Growth 

GDP growth (quarter-on-quarter) Change in ESI (quarter-on-quarter)  
Euro area aggregate Cyprus 

Lag 4 (t-4) 0.2471 -0.1068 

Lag 3 (t-3) 0.3358 0.2839 

Lag 2 (t-2) 0.3862 0.4323 

Lag 1 (t-1) 0.5629 0.4731 

Current value (t) 0.5622 0.4123 

Lead 1 (t+1) 0.2706 0.1465 

Lead 2 (t+2) -0.029 0.0875 

Lead 3 (t+3) -0.2818 -0.1029 

Lead 4 (t+4) -0.0918 -0.0499 

 

Table A3: Unit Root Test, quarter-on-quarter Changes in ESI 

Country Test Statistic 5 % Critical Value  Lags 
EA -4.221 -1.675 1 
AT -4.607 -1.674 0 
BE -4.639 -1.674 0 
CY -4.597 -1.699 0 
DE -4.524 -1.675 1 
ES -3.957 -1.674 0 
FI -5.095 -1.674 0 
FR -4.337 -1.674 0 
GR -5.132 -1.674 0 
IE -6.469 -1.676 0 
IT -5.676 -1.674 0 
LU -4.767 -1.674 0 
MT -4.674 -1.714 0 
NL -4.749 -1.674 0 
PT -5.024 -1.674 0 
SI -5.224 -1.674 0 
SK -7.101 -1.674 0 
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Table A4: Unit Root Test, quarter-on-quarter Percentage Changes in GDP Growth 

Country Test Statistic 5 % Critical Value  Lags 

EA -4.258 -1.674 0 

AT -3.915 -1.675 1 

BE -3.774 -1.674 0 

CY -3.395 -1.675 1 

DE -5.327 -1.674 0 

ES -1.527 -1.667 3 

FI -2.924 -1.674 0 

FR -4.091 -1.674 0 

GR -3.73 -1.691 0 

IE -3.358 -1.68 1 

IT -3.652 -1.674 0 

LU -10.975 -1.674 0 

MT -5.751 -1.691 0 

NL -3.169 -1.674 0 

PT -5.405 -1.674 0 

SI -5.812 -1.674 0 

SK -8.355 -1.674 0 
Note: For Spain the unit root hypothesis is rejected at 10% level (critical value -1.299). 

 

Table A5: Estimates of the Country-Specific Fixed Effects 

Country Estimate t-statistic 

AT -0.1391 -0.81 
BE -0.1937 -1.13 
CY 0.1857 0.91 
DE -0.3986 -2.24 
ES 0.0861 0.51 
FI 0.0249 0.13 
FR -0.2162 -1.28 
GR 0.3265 1.78 
IE 0.7138 2.01 
IT -0.4352 -2.54 
LU 0.3791 1.09 
NL -0.0882 -0.5 
PT -0.1984 -1.07 
SI 0.2767 1.23 
SK 0.4139 1.28 

Note: Malta is the country excluded from the regression 
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Figure A1: ESI Change and GDP Growth (quarter-on-quarter), 2008q4 
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Figure A2: ESI Change and GDP Growth (quarter-on-quarter), 2009q1 
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