Business confidence is a reliable economic indicator
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Various empirical studies have established that the levels of business confidence may influence the stock market and other asset returns, investment and consumption decisions and are thus significant and form an integral part of the business cycles. For instance, Akerlof and Shiller (2009) allude to the fact that the “confidence multiplier” played a meaningful role during and after the depression. This suggests that economic recoveries without sufficiently strong levels of confidence are highly unlikely to last and be robust. Hence the conclusion that confidence is important. Furthermore, Silvia and Iqbal (2011) identify two factors that play a key role in the decision-making process of economic agents, namely ability and willingness. In this instance, ability is defined as a quantitative factor, which consists of, amongst other factors, income, financial assets and loans. On the contrary, willingness is a qualitative factor, which includes expectations about the economy, earnings and future ability. These are part of the integral channels through which confidence can result in “recession-recovery” and “boom-bust”. Fig. 20.1 depicts the direct and indirect channels transmitting the negative business confidence shocks to economy. The indirect channels are via the exchange rate volatility and economic policy uncertainty. The relevance of indirect channels has not been examined. As a consequence, the chapter fills existing policy research gaps through examining the role of the exchange rate volatility and economic policy uncertainty in the transmission of negative business confidence shocks to GDP growth, consumption expenditure growth and exports growth. Thus what would have happened to GDP, consumption and the exports in the absence of exchange rate volatility following a negative business confidence shock?
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