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Abstract 

The purpose of this research is to contribute to a better understanding of nature of business 
expectations by examining relations of business expectations about overall economic situation in the 
country on one hand and expectations about future firm performance on other hands in different 
political situations in Ukraine. Business perceptions and expectations take into account numerous 
internal and external factors related to enterprise activity. Besides businessmen take into 
consideration the issues related to economic environment (e.g. demand, state of competition), the 
external factors also include political risks. Especially it is true for a country where political regime is 
not yet to be called a really democratic one and its economy is not yet market one. During the pre-
elections campaigns the level of uncertainty among the economic agents normally increases and as a 
result, short-term planning of future business development becomes more complicated for them 

Using the logistical regression model we try to find how election time impact to business 
expectations. As example, the expectations about overall business climate versus expectations about 
production, demand, and financial situation at the enterprises are considered. Hypothesis about 
decreasing impact of expected enterprises performance on the managers’ expectations about 
improving overall business climate in the pre-election period versus normal stage is tested. The 
presented research is first attempt to study impact of pre-election campaign to the business planning 
and expectations using the data of the Business Tendency Survey in Ukraine. 

Key Words:  Business tendency survey, Business expectations, Political Uncertainty, Transitional 
Country, Pre-election  

JEL Classification: C42, D21 
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1. Introduction 

Business tendency surveys typically provide information about the state and future progress of 
selected economic indicators based on the enterprise managers’ opinions and expectations. It is 
important to know how we can explain managers’ expectations. Those opinions and expectations take 
into account numerous internal and external factors related to enterprise activity. Besides issues 
related to economic environment (e.g. demand, state of competition), the external factors also include 
political factors which associated with uncertainty about Government economic policy. Especially it is 
true for a country where political regime is not yet to be called a really democratic one and its 
economy is not yet market one. Political risks depended on stability of political environment. There 
were some periods when the political environment was perceived to be unstable and thereafter the 
“weight” of the political risk among other factors, which managers took into account when making their 
opinions, increased.  Pre-elections campaign is one of such period. During the pre-elections 
campaigns the level of uncertainty among the economic agents normally increases and as a result, 
short-term planning of future business development becomes more complicated for them.  

In this study we try to answer the question does the pre-election situation in Ukraine impact 
business expectations and assessments by looking at the correlations between business expectations 
about positive/negative changes of overall economic climate and expectations towards enterprises 
performance in pre lection period versus normal one. And it is a separate question what are the main 
factors considered by the managers when they forecast what will happen with overall business 
condition.  

The beginning of the papers deals with brief review of literature about relation between business 
expectations and political situation in the particular country. Then the description of economic policy in 
pre election period and main impediments to business activity in Ukraine is presented. In the empirical 
part of the paper the findings of the logistic regression model regarding to relations between increase 
in production plans of enterprises and increase in managers’ optimism about positive change of the 
overall economic conditions in pre election period versus normal period are discussed. We found that 
the business expectations about changes in overall economic climate depend on enterprises 
performance. The better expectations about future performance are recorded, the higher probability of 
increase in business optimisms about changes in overall economic climate is observed. At the same 
time in pre election period this correlations became weaker: even expecting increase in production 
and profit managers are not sure that overall business climate would improve.  

2.  Background, Research objective, Methodology and Hypothesis   

2.1 Business expectations and political uncertainty: why it should be 
studied 

Business perception and expectation are very important for forecasting of the economy. In 
different countries the empirical data from the business tendency surveys which are the main source 
of information about business expectations, give an important insight about how the economy will 
develops in future and have a significant effect in predicting aggregate production and other country-
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level economic indicators” (Buthe, 2000, Goldrian, 1996, Peissier, 2004 etc). Therefore it is clear that 
the economic expectations of the firms should be explained in the both theoretically and empirically.  

Business cycle research suggests that business confidence defined as expectations of firms is 
not very good leading indicator for economic measure but itself a function of current economic 
conditions (Buthe, 2003). Managers’ perceptions and expectations rely on numerous internal and 
external factors related to enterprise activity. In decision-making process enterprises managers take 
into consideration not only issues related to particular market conditions (e.g. demand, competition), 
but also issues related to overall economic (e.g. regulatory regime, tax regime) and political 
environment. The latest is associated with political risk and uncertainty. According to different 
scholars1 of political risk economic are effected by political events. From theory of political business 
cycles2 we know that there are some periods when the economic conditions are affected by non-
economic factors, namely political much stronger then in others.  One of such period is election when 
the redistribution power is implied. Schultz (1995) notes that economists and political scientists 
emphasized on the following reasons explaining why pre-election time is differ from normal time.  The 
willingness of the incumbent politics to be re-elected in the situation when “electoral fortunes depend 
heavily how well economy is doing at the time of election” promotes their attempts to manipulate the 
economy prior to election in order to keep favourable economic outcome. There are a plenty of 
political risk literature where the different aspects of political risk and uncertainty associated with 
elections is studied, but the most of them was about political and economic system of developing 
country. Attempt of study political uncertainty relation to business confidence has been undertaken by 
Buthe, 2000. He tested hypotheses about existence of the effect of political uncertainty during pre 
election periods on the certainty/uncertainty with which respondents of the business survey in 
Germany hold their expectations (Buthe, 2000).  

The question how election impact to economy is especially important for the country in transition, 
when political regime which is differ the both from developing and from developed democratic 
countries. This paper is part of the larger research that aimed at contributing to a better understanding 
of nature of business expectations. Here we focused our attention on political risk or uncertainty to 
understand how important the political factors are for business activity of Ukrainian enterprises. In this 
paper we agree with the definition of political uncertainty used by Buthe (2000). Political uncertainty is 
uncertainty about the socio-political context which economic activity takes place- inherently create 
uncertainty about future economic conditions and therefore leads to a downward correction of 
expectations of the firms (Buthe, 2000). Pre election period is defined as 6 months before elections. 

2.2 Economic policy in Ukraine during the pre election periods  

Unpredictability of economic and social policy inheres the Ukrainian Government in pre election 
period.  There are implementation of the “populist” social policy in order to attract public opinions to 
the political party associated with the Government as well as implementation economic policy 
measures concerning the business regulation for example taxation that were unexpected by business 
or even contradict to other existing regulations. Totally all of such measures impacted to 

                                                  
1 Kalenski, 1943, Robock, 1971, Rummel and Heen 1978,  
2 The seminal work in this literature is William D. Nordlaus ‘Political business Cycle’, Review of Economic Studies, 62 

(1975), 169-90, M.Kalenski, ‘Political aspects of Full Employment’ Political Quarterly, 14 (1943) 322-31. 
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macroeconomic stability negatively and as results the business environment has deteriorated. For 
example, before 3 months of President election in 2004 the Government started a fiscal expansion 
through multi-stage sharp increases in minimum wages, pensions, and other social obligations. Now 
the need to finance those social obligations forced the Governments to find ad-hoc solutions and cut 
state support to commercial activities, the priority of the fiscal expenditures in previous periods 
(IER/GAG (2006)).   

The question is why the unpredictability of the economic policy has increased in Ukraine in the 
pre-election period traditionally. The answer is simple: it is happened due to the election in Ukraine 
has been perceived by political and business elites as a ‘small revolution’. The answer on question 
“why is it” may be found by analyzing Ukrainian model of economy and state power. In Ukraine the 
value of power is high due to politicians who are in power have an opportunity to use the state for their 
own benefits. Aslund (2000) argue that Ukrainian economy is a model of rent seeking economy when 
in one hands the Government aspires to a monopoly of power in order to maximize its revenue from 
bribery, on other hands large business is consisted by rent-seeking businessman who focus on 
“elementary monopoly rents, lobbying for regulations that guarantee them some monopoly”.  
Kaufmann (1997) and Hellman (2001) call such situation as “state capture”, when “the state 
institutions is ‘captured’ by private interests to skew the policy-making process in favour of particular 
firms” (Hellman, 2001). In the situation of ‘state capture’ and rent-seeking model of economy, political 
and business elites (which are the same in Ukrainian conditions) try to be in power as long as it 
possible and use for achieving this goal (keep power as long as possible) all tools of state economic 
and social policy. That is why economic policy in pre election period tends to be unpredictable and 
inconsistent.   

2.3 Main factors effect to business activity in Ukraine: evidence from the 
managers’ survey 

The enterprises in Ukraine meet to respectively high level of uncertainty, which caused by 
different factors, which have different nature. In one hand there are demand, competitors’ and other 
economic agents’ behaviour, prices for energy and gas etc., in other hand there are the factors that 
characterized by behaviour of the state, namely state economic policy and state regulatory policy, 
which impact to the business environment though establishing the ‘rule of game’ for economic actors. 
According to various research and analyses the unpredictability and instability of state economic policy 
in Ukraine is the main impediment to business development and main source of uncertainty for the 
enterprises in the country3.  According to IER (2006) at the beginning 2/3 of enterprises claimed about 
negative impact to the business activity came from the election. Also according to IER (2005) the 
importance of political instability as impediment to the production growth has been relatively high 
during 2000-2003. After decrease in the begging of 2004 importance of political instability as 
impediment to production growth has increased before and during ‘orange revolution’4. And than 
decreased after President Victor Yuschenko inauguration in January of 2005, again it has increased 
after the corruption scandal in September 2005, which led to designation of the main figures of the 

                                                  
3 See, Word Bank Country Report, IFC Business Climate Report, WFO reports etc. 
4 For details about date of Ukrainian political history see Appendix 1. 
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‘orange revolution’ including Prime-Minister Yulia Tymoshenko. The respective data are presented in 
the figure 1. 

Figure 1.The share of managers of the QES who consider the political instability to be 
an impediment to the production growth 
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Source: IER Quarterly Enterprise Survey 1996-2006. 

 

2.4 Methodology and Hypothesis 

Taking into account all above-mentioned the research question is to find are there any 
differences between business expectations in different periods of time: prior election and after election 
(pre election period and normal period). To do that in the paper we study correlations between two 
types of the expectations, which logically related one to another. One of them concerns the specifics 
characteristic of individual firm and other is about changes of overall business climate in country. We 
suggest that the better expectations concerning specifics characteristic of individual firm the better 
expectation about overall business climate in country. Next suggestion is the following: in the pre 
election period impact to expectations about overall business climate in country, namely in the pre 
election odds of increase in business optimism toward improvement of the overall business climate 
has declined. And finally suggestion is defied in such way. In the pre election period correlation 
between expectations concerning the specifics characteristic of individual firm and expectations about 
changes of overall business climate in country became weaker.  
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Also we should mention about other purposes of presented study. The study of expectation of 
managers towards positive/negative changes in overall business climate is the important due to that 
expectations considered as a proxy of managers’ assessment of economic policy. In previous studies 
(IER (2005) there were shown the relations between the trend of changes in business expectations 
towards improvement/deterioration of overall business climate and periods of time associated with 
particular Prime Ministers and respectively with economic policy of the particular Government (see 
Figure 2).   And it is a separate question what are the main factors considered by the managers when 
they forecast what will happen with overall business condition. Either managers mainly take into 
consideration the political factors 5 or they base on their prediction on more or less ‘economic’ factor, 
such as expected demand for the production, planned value of the production, expected financial 
results etc. So the test of the suggestions presented above will contribute to not only on answering 
scientific question but also provide with some insights about more applied policy question: how 
political uncertainty assassinated with election impact to managers’ assessment of economic policy.   

Figure 2.Index of overall economic climate expectations vs. Government terms 

Source: IER Quarterly Enterprise Survey 1996-2006. 
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5 Saying Political factors I mean political situation in the country, which is dramatically depends from the election. The 

closer date of election the more unstable is political situation in the country. Before election the politics use for 
their interest the ‘unsolved’ problems that are perceived to be very important. They describe the problems, but 
then after election successfully forgot about them. And then again the closer lection the more chance that the 
speculation will be continue again.  
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3.  DATA  

3.1 Description of the data set  

The data used in this paper is received from the Quarterly Enterprise Survey (QES) conducted 
by the Institute for economic research and policy consulting. This is the survey of the managers of 
manufacturing enterprises that belongs to the group of business tendency surveys (BTS) and follows a 
methodology developed at the IFO institute in Munich, Germany. It includes questions about 
managers’ expectation how the selected economic indicators of the enterprises would be changed in 
the next 3-4 months. The abovementioned indicators are the following: ex post and ex ante 
production, sales, export, arrears, profit etc (the completed list of the indicators can be found on 
http://www.ier.kiev.ua/English/qes_eng.cgi). Also the time series that would be analyzed consist to 
information about main impediments to the production growth (including the political situation in the 
country) as well as managers’ expectation about the change of overall business climate in next 6 
months.  The panel sample includes 300 enterprise located in the East, West, Central and East 
regions of Ukraine. The time series are collected from the 1996 but there were miss data in the period 
of lack of financing for the QES. 

As it is mentioned above the QES belongs to the group of BTS, majority of the questions used is 
the same as traditional BTS questions, but the presentation of the QES data is different from 
traditional presentation of the BTS data. Instead of balance percents QES results are presented as 
indexes. The content and interpretation of the QES indexes is the same as balance percents but 
taking into account local specifics (in order to avoid long explanations for the Ukrainian clients of the 
survey results what is the difference between the percents and balance percents) the research groups 
which was in origins of the QES decided to present survey findings as index which vary from –1 to 1. 
Such index is calculated as weighted arithmetic mean of answers ‘increase’ (+1), ‘the same’ (0) and 
‘decrease’ (-1). In other words the index value equals balances percent divided on 100. For example, 
if total sample is 100 respondents and 20 respondents report an increase/improvement of the issue 
(i.e. production in the firms, business situation in the firm, overall economic climate etc.), 50 
respondents report a decrease/deteriorate, and 30 report no change, the corresponding index value 
would be –0.30, which corresponds to –30 balance percents.  

We work with the time-series data collected from 1998-2006 on the quarterly base. Also the 
disaggregated data (‘raw data’) set for particular quarter is used. For the analysis we will use four 
indexes and disaggregated data (‘raw data’), which used for calculations abovementioned indexes. 
First of the indexes is index of overall business climate expectations, the most often quoted and used 
in mass media index of QES. The index of overall business climate expectations is calculated as 
arithmetic mean of the answers on the questions “How do you think the overall economic condition 
which impact to your enterprises will be change in the next 6 months?”  The enterprise managers 
select the traditional for the BTS options of answer: ‘improve’, ‘the same’ and ‘deteriorate’.  The 
second is index of production expectation which calculated as arithmetic mean of the answers on the 
questions “How will change the volume of production in the enterprises during next 3-4 months, 
increase, remain without changes or decrease?” The third index relates to demand. It is index of new 
order, which is a result of answers on question “How will change the number of new orders in the 
enterprises during next 3-4 months, increase, remain without changes or decrease?” And fourth index 
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is index of profitability which based on the answers on question “ How will change the profitability of 
the enterprises during next 3-4 months, increase, remain without changes or decrease?”  

For the logistic regression the time-series of the index of overall business climate expectations 
was re-organized as series of dummy variable IncOBC which is either 1 if index value has increased 
comparing to the previous period of observation or 0 in case of index value did not changed or 
decreased comparing to the previous period of observations. 

3.2 Defining period of time  

The pre lection period is defined as 6 months period before election.  

Table 1 List of elections 

 Data label Date of the survey Election related events 

Q2 1998  July, 1998 May, 16 1998, Additional Election to Parliament 

Q3 1999  October, 1999 October 30, Presidential election 

Q4 2001  January, 2002 March 26, Parliament election 

Q3 2004  October, 2004 

October 31, First round of President Election,  
November 21, Second round of President election,  
November 22 to December 26 - active stage of orange revolution,  
December 26 Third round of President election,  

Q4 2005  January/February 2006 March 26, Parliament election  

Due to the quarterly periodicity of data we neglect difference between post election and between 
elections period as proposed in his research Buthe (2000). Moreover it is hard to distinguish post 
election and between election period in Ukraine because of high periodicity of elections. For example 
in 1998-2006 Ukraine had two Presidential and three Parliaments elections.  The list of elections is in 
Table 1.  

4. Empirical Method 

Taking into account the type of the data we use logistic regressions. Logistic regression is useful 
for situations in which you want to be able to predict the presence or absence of a characteristic or 
outcome based on values of a set of predictor variables. It is similar to a linear regression model but is 
suited to models where the dependent variable is dichotomous. Logistic regression coefficients can be 
used to estimate odds ratios for each of the independent variables in the model. I estimate models 
using simple method: block entry of variables 

Since the probability of an event must lie between 0 and 1, it is impractical to model probabilities 
with linear regression techniques, because the linear regression model allows the dependent variable 
to take values greater than 1 or less than 0. The logistic regression model is a type of generalized 
linear model that extends the linear regression model by linking the range of real numbers to the 0-1 
ranges.  

8 



Impact of pre-election situation on business expectations: a survey study of Ukrainian managers 

Start by considering the existence of an unobserved continuous variable, Z, which can be 
thought of as the "propensity towards" the event of interest. In the case of the loan officer, Z 
represents a customer's propensity to default on a loan, with larger values of Z corresponding to 
greater probabilities of defaulting.  

In the logistic regression model, the relationship between Z and the probability of the event of 
interest is described by this link function.  
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iπ  is the probability the I  th  case experiences the event of interest 

iz  is the value of the unobserved continuous variable for the ith case 

The model also assumes that Z is linearly related to the predictors. 

Where 
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is the jth coefficient 

is

since Z 
is unobserved, you must relate the predictors to the probability of interest by substituting for Z. 

is the jth predictor for the ith case 

jb  

p   the number of predictors 

If Z were observable, you would simply fit a linear regression to Z and be done. However, 

)..( 1101
1
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through an iterative maximum likelihood method.  

5. Empirical Results 

5.1 O 6

rofit expectation and new orders 
expectations and index of overall business climate expectations.  

                                                 

The regression coefficients are estimated 

verall Business Climate Expectations and Performance Expectations .   

The bivariant correlation provide with the evidence of existing relation between index of 
performance expectations such as production expectation, p

 
6 Performance expectations – are the expectations of the enterprise managers about the change in the performance of 

their enterprises, such as production, sales, numbers of new order, profits etc. 
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Table 2 Correlations 1. 

 Pearson Correlation 
Production 
expectations 

Profitability 
expectations 

New orders 
expectations 

Overall Business Climate Expectations .531(**) .649(**) .435(*) 

N 31 31 31 

** Correlation is significant at the 0.01 level (2-tailed). 

*  Correlation is significant at the 0.05 level (2-tailed). 

In order to get more accurate picture and taking into account that we are interested in changes of 
indexes I construct dummy variable which value counts 1 when respected index value has increased 
and counts 0 when respected index value has not increased (decreased or remained without 
changes). The correlation is significant at the 0.05 level, but the value of Spearman's rho (which is 
more suitable for the dummy variable then Pearson Correlation) is implied a low level of correlation.   

Table 3 Correlations 2 

 Spearman's rho 

Increase in 
Production 
expectation 

Increase in 
Profitability 
expectations 

Increase in New 
orders 
expectations 

Increase in business expectations .434(*) .401(*) .378(*) 

 N 30 30 30 

*  Correlation is significant at the 0.05 level (2-tailed). 

The highest correlation is recorded between the variable ‘Increase in business expectation’ 
(IncOBC) and ‘Increase in Production expectation’. 

5.1.1 Overall Business Climate Expectations and Production Expectation: One Predictors 
Equations 

To predict the odds of increase in business climate expectation when production expectation has 
increased the Logistic regression model is suitable.  We will denote the event Y=1 when dummy 
variable IncOBC7 is 1 (increase in optimism) and Y=0 when opposite is the case (decrease or no 
changes in optimism). X= 1 if index of productions expectations has increased and X=0 if productions 
expectations remained without changes or decreased.  The logistic regression model defines the 
probability to increase in optimism towards overall business climate (or increases in index of overall 
business climate) P (Y=1) as 

)exp(1
)exp()1(

10

10

X
XYP
ββ

ββ
++

+
==  (5) 

And the probability to not increase in optimism is P(Y=0)=1-P(Y=1) 

                                                  
7 For details of construction dummy IncOBC see p. 7 
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Table 4  Variables in the Equation.  Increase in Optimism towards Overall 
Business Climate (dependent) Increase in Production (predictors) 

  B S.E. Wald df Sig. Exp(B) 

 Increase in Production Expectations 2.043 .915 4.985 1 .026 7.714 

  Constant -.539 .476 1.284 1 .257 .583 
Model Summary 

Step -2 Log likelihood Cox & Snell R Square Nagelkerke R Square 
1 35.439(a) .182 .243

a Estimation terminated at iteration number 4 because parameter estimates changed by less than .001. 
Exp(B) represents the ratio-change in the odds of the event of interest for a one-unit change in 

the predictor. For example, Exp(B) for increase in index of production expectation (that mean 
improvement of the production plans)  is equal to 7.714, which means that the odds of increase in 
index of overall business climate  for a period when index of production expectations increase  are 
7.714 times the odds of increase in index of overall business climate  when index of production 
expectations decrease or  stay without changes , all other things being equal.  

Odds (IncOBC) = 
)(1

)(
)(
)(

IncOBCP
IncOBCP

nIncOBCP
IncOBCP

−
=  (6) 

What this difference means in terms of probability depends upon the original probability of 
increase in index of overall business climate when index of production expectations decrease or stay 
without changes.  

Odds (IncOBC)= 1
5.0
5.0

5.01
5.0

==
−

 (7) 

In the case of a period when probability of increase in index of overall business climate is 0.5, the 
odds it (index of overall business climate)  will increase are related to the probability by equation (2). 
Thus, it corresponding odds of increase in index of business climate are 1.  

P (IncOBC) = 885.0
714.71

714.7
)(1

)(
=

+
=

+ IncOBCOdds
IncOBCOdds

 (8) 

The odds of increase in index of overall business climate for a period when index of production 
expectations increase are 1*7.714= 7.714, so the corresponding probability of increase in index rises 
to 0.885.  

Odds (IncOBC)= 9
1.0
9.0

9.01
9.0

==
−

 (9) 

In the case of a period when probability of increase in index of overall business climate is 0.9, 
odds of increase in respective index are 9.  
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P (IncOBC) = 985.0
426.691

426.69
)(1

)(
=

+
=

+ IncOBCOdds
IncOBCOdds

 (10) 

The odds of increase in index of overall business climate for a period when index of production 
expectations increase are 9*7.714=69.426, so the corresponding probability of increase in index rises 
to 0.985.  

The change in probability of increase in index of overall business climate is greater for the period 
when originally there is 0.5 probability of increase in index of production expectations. In general, the 
change will be greater when the original probability is near 0.5, and smaller when it is close to 0 or 1. 

The results of the regression recorded the higher probability of increase in production plans of 
the firms the higher probability that managers will expect the positive change in overall business 
climate.  

5.1.2.  Business climate expectation and pre-elections period 

The next estimation regards to predict the odds of increase in business climate expectation 
during pre election vs. normal period. The variable ‘pre-election period’ (PEP) is defined as 1 when it 
is data from the surveys conducted at least 6th month before election; in other cases the variable is 
equals 0. We will denote the event Y=1 when dummy variable IncOBC8 is 1 (increase in optimism) 
and Y=0 when opposite is the case (decrease or no changes in optimism). X= 1 if there is pre election 
period (PEP=1) and X=0 in case of normal period (PEP=0).   

Table 5 Variables in the Equation. Increase in Optimism towards Overall Business 
Climate (dependent) and Pre-Election Period (predictor) 

  B S.E. Wald df Sig. Exp(B) 

-2.234 .929 5.780 1 .016 .107 Pre-election period’ 

Constant .847 .488 3.015 1 .082 2.333 
Model Summary 
Step -2 Log likelihood Cox & Snell R Square Nagelkerke R Square 
1 34.443(a) .208 .278 

B and Exp (B) indicate that in pre election period the probability that business expectations about 
change of the overall business climate would be positive is lower than in normal period.  

5.1.3.Business climate expectations and production expectations pre-elections versus normal 
period 

The next two equations should estimate relation between increase in optimism about business 
climate and increase in production separately in pre election period and normal periods. But shortness 
of time series limit to the quality of equation and it does not allow building strong evidence. 

                                                  
8 For details of construction dummy IncOBC see p. 7 
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Table 6 Variables in the Equation.  Increase in Optimism towards Overall Business 
Climate (dependent) Increase in Production (predictors) 

Variables in the Equation (pre-election) 

  B S.E. Wald df Sig. Exp(B) 

11.282 99.636 0.013 1 0.910 79393.908 Increase in 
production 
expectations 

Constant 
-2.079 1.061 3.844 1 0.050 0.125 

Model Summary 
Step -2 Log likelihood Cox & Snell R Square Nagelkerke R Square

1 6,279 ,311 ,492 
Variables in the Equation (normal period)  

  B S.E. Wald df Sig. Exp(B) 

0.981 1.021 0.924 1 .0.337 2.667 Increase in 
production 
expectations 

Constant 
0.405 0.645 0.396 1 0.530 1.500 

Model Summary 
Step -2 Log likelihood Cox & Snell R Square Nagelkerke R Square

1 23,468 ,047 ,067
 

5.1.4. Business climate expectations and performance expectations  

The next estimation is how complex of performance variable9 (increase in production 
expectations (IPE), increase in profitability expectations (IPrE)) impacts to odds of increase in overall 
business optimism (IncOBC). Dummy PRE-ELECTION PERIOD is included in regressions as control 
variable. We can see that in case of addition of election only this variable impact is significance for the 
equations. 

Table 7 Variables in the Equation.  Increase in Optimism towards Overall Business 
Climate (dependent) Increase in Performance expectations  (predictors) 

Variables in the Equation 
  B S.E. Wald df Sig. Exp(B) 

IPE 1.262 1.130 1.248 1 .264 3.534 
IPrE .557 1.039 .287 1 .592 1.746 
PEP -2.616 .995 3.829 1 .050 .189 

Step 
1(a) 

Constant -.003 .717 .000 1 .996 .997 

                                                  
9 I exclude from the equations that predictors increase in numbers of new orders expectations (INOE) which logically is 

also into set of economic related factors which taken into attention by managers but it strong correlate to  
variable IPE (Spearman's rho is 0.987). 
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a  Variable(s) entered on step 1: p2_dummy, p4_dummy, p11_elec. 
Model Summary 
Step -2 Log likelihood Cox & Snell R Square Nagelkerke R Square 
1 31.430(a) .284 .379 

a  Estimation terminated at iteration number 4 because parameter estimates changed by less than .001. 
 

5.2. Row data exercise: Optimism/pessimism of change in overall business 
climate and expectations about future performance  

Taking onto account that the limited number of observations in time series (32 totally, 10 cases 
for the pre–election and 22 – for the rest period) does not allow to run correctly regression model 
using the macro data (see 5.1.3.) I use micro data   — the data set of the respondents’ answers for the 
respective periods (pre election and normal period). Here I test hypothesis about existing relations 
between expected improvement of enterprises performance and expectations about improvement of 
overall business climate. It can be supposed the better-performed enterprises have the better 
expectations. To find differences between correlations of optimism/pessimism about future change of 
overall business climate in deferent period (pre-election, normal period) the logistic regression was run 
for each quarter of observation. I chose the data from the same quarters due to business expectation 
are seasonally depended. The 3rd and the 4th quarters represent the data. There are data is from the 
pre-election and data is from normal period10. 

Based on answers on questions “How do you think the overall economic condition which impact 
to your enterprises will be change in the next 6 months?” (IEC), I defined three dummy variable 
‘increased optimism’ (VIO), ‘indifferent optimism’ (VIdO) and ‘decreased optimism’ (VDO). The rule of 
construction of the dummy variable was the following: if the values of IEC is 1 the value of VIO is 1, in 
other cases (value of IEC is 0 or -1) the variable VIO is defined as 0. For the VldO the rule was the 
same: if the values of IEC is 0 the value of VldO is 1, in other cases (value of IEC is 1 or -1) the 
variable VldO is defined as 0. And VDO is 1 when IEC is –1 and in other cases VDO equals 0. 

VIO, VIdO and VDO were depending variables for each equation. As predictors were used such 
variable as expected change in production, expected changes in financial results, and expected 
change in new orders.  The correlation between index of production and index of expected change in 
production allows me follow this argument. The output of the regressions is in the Appendix 2. The 
level of significance B coefficient allows saying that odds of to be a pessimist about changes in overall 
business climate are higher among managers expecting decreased in performance in future period. 
And respectively the odds to be an optimist about changes in overall business climate are higher 
among managers expecting increase in performance in future period. There is only one exception.  It 
is the 4th quarter of 2004 (period of the survey conducting end of January 2005), a time right after 
‘orange revolution” when no rationalities were recorded. In that period managers expectations or even 
belief in improving overall business climate based on other than economic factors. At the same time in 
the 4th quarter of 2004 the pessimism in overall economic expectations much more associated with 
economic factors.      

                                                  
10 For detail descriptions of date of the surveys vs. pre elections and normal periods see Appendix 1.  
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Also we found that before 2000 the production expectation affect to expectation about overall 
business climate stronger than other predictors and after 2000 the profitability impact to overall climate 
expiations is stronger.    

5.3. Optimism regarding to overall business climate changes in pre election and 
normal period for profit-making enterprises and non-profit enterprises    

Finally to find one more evidences to support the suggestion that the better performed firms the 
higher optimism about positive changes of overall business climate I explore are there any differences 
between index of business expectation in pre and normal periods for the good and bad performed 
firms. The breakdown of enterprises into those two groups was made based on their financial results. 
One of the groups consists to the enterprises, which are profitable at the beginning of the reported 
years, and the second group is the firms that reported about non-profitability at the beginning on the 
reported year. I took the data for the Q3 2005 (pre election after orange revolution), Q3 2004 (last pre-
election before ‘orange revolution’), Q3 2003, and Q3 2002 (normal period, between the elections). 
The Oneway ANIOVA analyses statistic indicates no differences between groups in all pre elections 
quarters: for the Q3_2004 F=0.29, Sig=0.866, for the Q3_2005, F=0.478, Sig=0.490. At the same for 
the normal period there are statistically significant differences between groups are recorded (Q3_2003   
F=15.558, Q3_2002 F=16.534, at level of significance <0.01).  

6. Conclusion 

The results show that pre election period impact to managers’ expectations.  The regressions 
coefficients indicate lower probability of increase in optimism about overall business climate when pre 
election period is observed. At same time we find no significant difference between relations of 
performance expectations and expectations about overall business climate in pre election and normal 
period. There are only one exception for a time right after ‘orange revolution” when no rationalities 
were recorded. In that period managers expectations or even belief in improving overall business 
climate based on other than economic factors. It is mean that to confirms or reject hypothesis that “in 
the pre election period managers’ expectation about change in overall business climate become more 
independent from their economic expectations” we need to apply other sophisticated econometric 
models and technique.  

Also in this study we get evidence to confirm hypothesis that the better performance expected by 
firms in 3-4 months prospective, the higher probability that managers will be optimistic about positive 
change in overall business climate. In particular the logistic regression results show that the higher 
probability of increase in production plans of the firms, the higher probability that managers will expect 
the positive change in overall business climate. Taking into account that we suppose at the begging of 
the paper that managers’ expectations about overall business in Ukraine is in some kind “proxy” of the 
their assessment of the economic policy of Ukrainian Government, the obtained results allow us to 
make following statement.  The optimism about change in overall business climate depends on the 
enterprises plan and expectation about future performance, the higher probability of increase in either 
production or profit, the higher probability that managers will be expect the improvement in overall 
business climate that is mean better evaluate economic policy of the Government.   
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At the end I would like to stress that presented study is only beginning the larger research that 
aimed at contributing to a better understanding of nature of business expectations. 
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Appendix 1. List of elections and date of the surveys 

 Data 
label 

Date of the 
survey Election related events 

Pre election 
time.  
1- yes, 0 - no

Q1 1998  April, 1998   1 

Q2 1998  July, 1998 May, 16 1998, Additional Election to Parliament 1 
Q3 1998  October, 1998   0 
Q4 1998  January, 1999   0 
Q1 1999  April, 1999   0 
Q2 1999  July, 1999   1 
Q3 1999  October, 1999 October 30, Presidential election 1 
Q4 1999  January, 1999   0 
Q3 2000  October, 1999   0 
Q4 2000  January, 2000   0 
Q1 2001  April, 2001   0 
Q2 2001  July, 2001   0 
Q3 2001  October, 2001   1 
Q4 2001  January, 2002 March 26, Parliament election 1 
Q1 2002  April, 2002   0 
Q2 2002  July, 2002   0 
Q3 2002  October, 2002   0 
Q4 2002  January, 2003   0 
Q1 2003  April, 2003   0 
Q2 2003  July, 2003   0 
Q3 2003  October, 2003   0 
Q4 2003  January, 2004   0 
Q1 2004  April, 2004   0 
Q2 2004  July, 2004   1 

Q3 2004  October, 2004 

October 31, First round of President Election,  
November 21, Second round of President election,  
November 22 to December 26 - active stage of orange revolution,  
December 26 Third round of President election,  1 

Q4 2004  
January/February 
2005 

January 26 –President Yuschenko Inauguration, finish of the 
'orange' revolution 0 

Q1 2005  April/May 2005   0 
Q2 2005  July/August, 2005   1 
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 Data  
label 

Date of the 
survey Election related events 

Pre election 
time.  
1- yes, 0 - no

Q3 2005  
October/November 
2005   1 

Q4 2005  
January/February 
2006 March 26, Parliament election  1 

Q1 2006  April/May 2006   0 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Appendix 2. Selected logistic regression results. 

Table 1. Logistic regression results. Dependent variable: IMPROVEMENT of the overall business climate in the 6 months as 
binary (1- business climate will improve, 0 – business climate will remains without changes or deteriorate) . 
Sample QES 1996-2006, estimation made by Oksana Kuziakiv (IER) using the SPSS \\ software. 

  Pre elec Normal  Pre elec  Normal  Normal  Pre-elec  

 
Pre elec Normal  Normal  Normal  Normal  

Finish of 
revolution

  Pre elec  

  Q3 1999 Q3 2000 Q3 2001 Q3 2002 Q3 2003 Q3 2004 Q3_2005 Q4 1999 Q4 2000 Q4 2002 Q4_2003 Q4 2004 Q4 2005

Production exp 0,823*** 0.806*** 1.216*** 1.315*** 0.497 0.349 
 

0.144 0.547** -0.002 0.316 0.778** 0.521 -0.196 

New order exp 0.117 0.067 0.415 0.86 0.908** 0.35 
 

0.138 0.467 0.558** 0.54* 0.122 0.589 0.968*** 

Profitability exp 0.287 0.506** 0.212 0.837 0.921** 0.933**
1.347***

0.614** 0.694*** -0.019 0.167 0.451 -0.043 

Constant -1.247*** -1.197*** -2.138*** -3.383*** -2.84*** -2.328*** -2.219*** -0.951*** -0.888*** -1.415*** -2.43*** -1.206*** -1.175*** 

Number of observation 204 185 238 213 203 188 198 187 212 260 220 194 246 

Percentage correct 75 71.4 81.1 88.7 86.7 88.3 89.9 73.8 68.9 79.2 90.5 79.9 75.2 

-2 Log likelihood 208.403 201.068 195.639 116.021 134.534 125.87 125.242 197.534 247.358 257.259 130.328 184.566 267.553 

Cox&Snell R**2 0.098 0.122 0.137 0.147 0.114 0.051 0.043 0.136 0.084 0.032 0.037 0.089 0.049 

Nagelkerke R**2 0.145 0.174 0.221 0.292 0.21 0.099 0.087 0.194 0.118 0.05 0.079 0.138 0.072 

* Correlation is significant at the 0.109 level   
** Correlation is significant at the 0.01-0.09 level   
*** Correlation is significant at the level  <0.01 
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Table 2. Logistic regression results. Dependent variable: DETERIORATION of the overall business climate in the 6 months 
as binary (1- business climate will improve, 0 – business climate will remains without changes or 
deteriorate). Sample QES 1996-2006, estimation made by Oksana Kuziakiv (IER) using the SPSS \\ software. 

  Pre elec Normal  Pre elec  Normal  Normal  Pre-elec  
 

Pre elec Normal  Normal  Normal  Normal  
Finish of 
revolution  Pre elec  

  Q3 1999 Q3 2000 Q3 2001 Q3 2002 Q3 2003 Q3 2004 Q3_2005 Q4 1999 Q4 2000 Q4 2002 Q4_2003 Q4 2004 Q4 2005

Production exp -1.082 (*) -0.582 (**) -0.604 (**) -0.167 -0.069 -0.389 
0.155 

-0.629 (**) -0.294 -0.147 -0.943 (*) -1.865 (*) 0.360 

New order exp 0.065 0.0102 -0.402  
-0.710 

(**) 
-0.892 

(**) -1.252(**)
0.453 

-0.486 0.032 -0.879 (*) 0.351 0.166 -1.407 (*) 

Profitability exp -.213 -0.829 (*) -0.937 (**)
-0.779 

(**) 
-0.676 

(**) -1.617(*)
-0.008 

-0.325 -1.086 (*) -0.378 
-0.746 

(**) -0.269 -1.092 (*) 

Constant -0.557 (*) -0.796 (*) -1.986 (*) -0.966 (*) -1.221 (*) -1.705(*) -1.586 (*) -0.972(*) -1.411 (*) -1.001 (*) -1.766 (*) -2.355 (*) -1.711(*) 

Number of observation 204 185 238 213 203 188 198 187 212 260 220 194 187 

Percentage correct 61.3 69.2 86.1 74.2 81.8 85.1 82.3 73.8 78.3 76.2 80.9 80.9 77.6 

-2 Log likelihood 238.550 203.723 160.823 225.305 185.263 139.485 181.939 210.374 201.881 287.516 189.128 155.540 213.291 

Cox&Snell R**2 0.153 0.125 0.121 0.123 0.113 0.221 0.014 0.115 0.090 0.078 0.109 0.159 0.164 

Nagelkerke R**2 0.207 0.177 0.219 0.177 0.176 0.352 0.023 0.161 0.138 0.113 0.175 0.255 0.25 

* Correlation is significant at the 0.109 level   
** Correlation is significant at the 0.01-0.09 level   
*** Correlation is significant at the level  <0.01 



 


