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Business Barometer

(Biannual Survey: July 2003)

Enterprise name: Respondent Name:

Nature of Activity: _ Specialization: - Position:

Sector: O Public O Private Date of interview:

Year of Foundation:

Number of Employees:

1. During the last six months relative to the preceding six months %
was your production / volume of activity: O higher O normal O lower __
was your sales volume / size of activity in the domestic market: [ higher [ normal O lower __
was your sales volume / size of activity in the international market: 0 higher [ normal O lower __
did prices for your products / projects: O rise O staythesame O fall _
did prices for your inputs / building materials: O rise O staythesame O fall _
did wage level: O rise O staythesame O fall _
did your inventories (If applicable): O rise O staythesame O fall _
was your capacity utilization: O approaching full capacity O normal O below __
did your employment: O rise O staythesame O fall
did your investment: O rise O staythesame O fall

2. What was your sales / size of activity in Egyptian pounds during: The year before this survey period
This survey period

3. In the last six months, did the economy grow: O faster [ atthe same rate O slower

4. Is your production currently constrained: O yes O no

If yes, please rank on a scale from O to 4 the following constraints to your production process, where 0 indicates not a constraint and 4
refers to severe constraints.

0 1 2 3 4
Insufficient demand
Insufficient capital
Insufficient access to imports
Insufficient skilled workforce
Insufficient access to credit
Other factors (please specify):

5. In the next six months, do you expect: %
your production / size of activity to: O rise O stay the same O fall _
your sales / size of activity in the domestic marketto: O rise O stay the same O fall _
your sales / size of activity in international markets to: O rise [0 stay the same O fall _
prices for your products / projects to: O rise O stay the same O fall _
prices for your inputs / building materials O rise O stay the same O fall _
wage level to: O rise O stay the same O fall _

6. In the next six months, are you planning to: [ increase your work force [0 maintainit [ decreaseit O %
O increase capital investment 00 maintainit 0O %

7. In the next six months, do you expect: Your inventory to: O increase O staythesame [ decrease
Productive capacity utilization to: [ increase [ stay the same [ decrease

8. In the next six months, do you expect the economy to grow: [ faster O at the same rate O slower




Business Barometer

Methodology

Due to the lack of timely real-side data on the Egyptian
economy, ECES created and conducted a biannual survey
targeting the most important sectors affecting economic
activity. Aside from providing useful information on business
sector views about past performance, it also sheds light on
their expectations for future production, prices, employment,
and investment. The survey is based on three samples of
the largest firms in the manufacturing (165 firms), the
construction (35 firms), and the tourism (10 firms) sectors,
and is conducted biannually in June and December.

The manufacturing sector sample was selected by first
calculating the value-added contribution of each major sub-
sector using the following classifications of the Ministry
of Planning: food; beverages and tobacco; spinning and
weaving; ready-made clothes; cork, wood and furniture;
paper and its products; printing; shoes; leather and leather
products; rubber products; chemicals and chemical-related
products; non-metal mining products; basic metal products;
and transportation equipment. Based on these calculations, a
number of public and private firms were chosen from each
sub-sector so as to create a sample that represents the sector.
Finally, the sample was scaled down by selecting large firms
across different sub-sectors on the basis of employment.
Using this approach, the total number of companies reached
165.

The decision to include the construction sector in 2000 was
based on several observations. First, it was noticed that
the government made a great effort to provide adequate
infrastructure. This led to a significant increase in the
construction sector's share in economic activity from 4.94
percent of GDP in FY 1989/1990 to 6 percent in FY 1998/
1999. Furthermore, the sector absorbs virtually 8 percent
of total employment in the Egyptian economy. The sector's

investment is rapidly expanding, with the private sector
implementing over 80 percent of such investment.

The sample was compiled to represent a wide range of
specializations within the construction sector and on the basis
of employment levels. The 35 largest companies selected,
accounted for 23 percent of the total labor force in the sector
in FY 1998/1999.

In June 2002, ECES expanded the sample to include the
tourism sector due to its relative importance as Egypt's
largest foreign exchange earner. The contribution of this
sector to GDP goes beyond the average of 1.5 percent
reported in national accounts. Estimates of tourism's direct
and indirect impact on GDP reached 11 percent of GDP
in 2000. The sample includes the largest 10 firms in the
tourism sector in terms of their activity levels. These firms
cover the two main activities in the tourism sector, namely
hotels and travel agencies.

The survey elicits responses from these three selected
samples on current levels of activity in terms of production,
sales in domestic and international markets, inventories, the
level of capacity utilization, the prices of final product and
inputs, as well as wages, employment and investment. The
survey also probes the changing nature of constraints on
business, as well as assessment of the overall economic
growth (see questionnaire).

ECES would like to express its deep appreciation to all
companies that participated in the completion of the
questionnaires in due time, and would welcome any

comments or suggestions for further improvement.
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Prices and Wages

Higher final product and input prices

The new exchange rate regime resulted in higher final product
and input prices. In fact, the majority of firms (93 percent)
reported higher or stable prices for their final products;
moreover, 94 percent of the surveyed firms expect this trend
to prevail during the next six months. As for input prices,
not a single firm reported lower prices, with the majority
of respondents (97 percent) reporting that they increased.
This trend was uniform across all sectors. For the remainder
of the year, the majority of firms (95 percent) expect input
prices to increase or stabilize. Food, spinning and weaving,
basic metal and chemicals and chemical products industries
reported the highest increase in their final product and input

prices.
Chart 4: Survey Results:
Expectations for July - Dec. 2003
%
100 L
80 S
S
60
40_
20
0 1 1
Final Product Prices Input Prices Wage Bill

Higher wage rates

Almost all firms (99 percent) reported higher or stable wages
during the first half of 2003. Only tourism firms (90 percent)
reported stable or lower wages, which can be explained by
the decline in tourism activities during this period. For the
next six months, 98 percent of the firms anticipate a higher
or stable wage bill, with manufacturing firms expecting the
highest wages.

Investment and Employment

Stagnant investment with positive expectations

Almost 60 percent of the surveyed firms reported the
same level of investments during the first half of the year
compared to the previous six months. Firms in the tourism
sector reported the lowest investment. As for the next six
months, all firms expect to either maintain (56 percent) or

increase (44 percent) their investments. The planned increase
in investment will be used to meet the recovery anticipated
by firms during the coming six months.

With respect to employment, the majority of surveyed firms
(91 percent) reported stable or lower levels during the first
six months of 2003, with tourism, shoes, leather and leather
products and rubber industries reporting the highest decline
in employment. For the coming six months, the majority
of firms plan to keep the same level of employment with
firms in the tourism sector expecting to maintain or increase
employment, and firms in food industries planning to reduce
it.

Chart 5: Survey Results:
Evaluation: Jan. - June 2003, Expectations: July - Dec. 2003
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Access to imports, market demand, and access to credit

remain the most severe constraints

In the previous survey, constraints were ranked in the
following descending order according to severity: access
to imports, market demand, access to credit, access to capital
and lack of skilled work force. In the current survey, the
same order of constraints prevails.

4
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into the economy through borrowing from abroad, possibly
including a loan of US$ 1 billion from the World Bank and
the African Development Bank. Or perhaps there is a belief
that the economy has already hit bottom. Whatever the
explanation may be, much depends on government action

to restore confidence.

A modest increase in production and favorable
expectations

The majority of firms (64 percent) reported an increase or
no change in their production during the first six months of
2003. Exceptions within the manufacturing sector include
firms in the beverages and tobacco, ready-made garments,
printing, shoes and chemical and chemical products
industries, which reported a minor decline in production.
Tourism firms (90 percent) reported the highest decline in
production.

With respect to the second half of the year, the majority of
firms (88 percent) plan to increase or maintain the same
level of production. The most optimistic firms are those
in tourism, as not a single firm in that sector expected a
decline in production. The majority of manufacturing and
construction firms are planning to expand or stabilize their
production in the coming six months.

Chart 2: Survey Results:
Expectations for July - Dec. 2003
%
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A slight decline in domestic sales and an increase in exports
with high expectations for both

The survey results show a modest decline in domestic
sales during the first six months of the year. This trend
differs across sectors. While manufacturing firms reported
an increase in their sales, the majority of tourism and
construction firms (90 and 82 percent, respectively) reported

stagnant or lower domestic sales. International sales did
better during the first half of the year, as most firms (72
percent) reported an increase in exports during this period.
Conversely, all firms in the tourism sector reported a decline
in their international sales.

As for the second half of the year, most respondents expect
higher domestic and international sales, with tourism firms
anticipating the highest domestic and international sales. For
the manufacturing industries, food, basic metals and non-
metal industries expect the highest domestic sales, while
spinning and weaving, chemicals and chemical products,
non-metal and basic metal industries expect the highest
increase in their exports.

Declining inventory and expectations of higher capacity
utilization

The majority of firms seem to have reacted to the increase in
their international sales by mainly drawing down inventory.
Seventy-eight percent of surveyed firms reported stable or
declining inventory. Moreover, almost the same percentage
of firms (77) reported the same or lower levels of capacity
utilization.

For the second half of 2003, the majority of firms plan to
meet the expected increase in domestic and international
sales by continuing to draw down their existing inventory
(89 percent) as well as raising, or at least stabilizing the
level of capacity utilization (93 percent). All tourism firms
expect to lower their inventory, while planning to increase
or stabilize the level of capacity utilization to meet the
anticipated recovery during the second half of the year. Food,
spinning and weaving, non-metal and basic metal industries
have reported similar expectations.

Chart 3: Survey Results:
Evaluation: Jan. - June 2003, Expectations: July - Dec. 2003
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sector, market institutions, and the education system to put
the economy on a path of sustainable growth.

The remainder of this edition of Business Barometer
elaborates on the main findings of the survey under four
headings: the level of economic activity (overall growth,
production, inventory, and capacity utilization); prices and
wages; investment and employment; and constraints.

The Level of Economic Activity

Lower growth with rising expectations

The majority of respondents (85 percent) believe that
economic growth declined or was stagnant during the first
half of 2003, while 83 percent of firms in the sample expect
economic growth to improve or to remain the same for the
second half of the year. These views hold almost uniformly
across all sectors, with the negative assessment of growth
being more pronounced in the tourism sector. Firms in the
construction sector are the least optimistic about the second
half of the year.

The negative perception of economic growth during the
past six months is not consistent with the slightly more
positive views given by respondents regarding their own
operations. Nor is it fully supported by the set of indicators
given in Table 1. Rather, the picture is somewhat mixed.
On one hand, there has been a rise in exports (by a monthly
average of 36 percent) and a decline in imports (by a monthly
average of 18 percent), leading to a current account surplus,
mainly due to exchange rate devaluation and weak local
demand. Along the same lines, the Hermes Financial Index
improved during the same period. On the other hand, there
are signs that the economy remains sluggish. Most notably,
industrial utilization of electricity and cement consumption
either declined or increased modestly in the past six months
compared to the previous six months. The number of new
companies also declined.

On the policy front, the indicators in Table 1 suggest that
the authorities adopted expansionary fiscal policy and to
a lesser degree expansionary monetary policy during the
period under investigation compared to the previous six
months. So far, these policies have not led to economic
recovery. Further increases in public expenditures would
only worsen the budget deficit, crowd out the private sector

and fuel inflation. Expansionary monetary policy would put
pressure on the pound with no guarantees that investment
will be stimulated. The most promising option to activate
the economy at this point is external demand, which can be
tapped by ensuring exchange rate flexibility, opening up the
economy, and attracting FDI.

Table 1. Selected Economic Indicators (monthly averages)

Monthly Average Percentage
Change
Economic Indicators | Jan.- | July- Jan.- (Between
June Dec. May July-Dec.
2002 2002 2003 2002 and
Jan. - May
2003)
Gov. Expenditures
(LE mn) 9,541 | 8,017 | 9,995! 25
M2 Growth rate (%) 7.4 6.5 8.0° 23
Credit to private
business sector (LE 1,366 -55 3,153 5,833
mn)
Interest rate on
deposits (three 9.5 9.1 8.2 -10
months)
Interest rate on loans
(one year) 13.77 | 13.82 13.6% -1
Hermes Financial
Index 184 195 193 -1
Total exports (US$
mn) 403 380 5182 36
Non-petroleum
exports (US$ mn) 278 250 3022 21
Total imports (US$
mn) 1,008 | 1,079 8872 -18
Current account (US$
mn) 90 29 201! 593
Industrial utilization
of electricity 2,038 | 2,234 | 2,160 -3
(MWH)
Consumption of 2,305 2,197 | 2,254 3
cement (000 tons)
# of new companies 5,206 | 5,322 | 6,722 26

Notes: 'Average January — March. *Average January - April.

Sources: Central Bank of Egypt, Monthly Statistical Bulletin, several issues,
Ministry of Foreign Trade, Monthly Economic Digest, several issues and
Information and Decision Support Center, Egyptian Monthly Bulletin, several
issues.

What might explain respondents' favorable expectations for
the next six months? The answer is not obvious, but may
include the following factors. The war in Iraq was shorter
than expected, which may lead to the full recovery of tourism
and workers' remittances. The gap between the official and
parallel exchange rates is narrowing gradually, which will
give exporters added incentives to take advantage of external

markets. The government plans to inject additional resources




Business Barometer

Overview

This edition of Business Barometer reflects the views of
firms in the manufacturing, construction, and tourism sectors
regarding the state of economic activity during the first six
months of 2003 and their expectations for the second half of
the year. With respect to the past six months, firms reported
mixed views concerning their activities. On one hand, the
majority of respondents reported a modest increase in
production, higher level of exports, accompanied by rising
prices and wages. On the other hand, they also reported a
decline in domestic sales and employment as well as stagnant
investment. Overall, their assessment of the growth of the
economy was not favorable. With respect to the second half
of 2003, most respondents are optimistic.

The increase in exports and prices is primarily the result
of the move to a flexible exchange rate regime in January
2003, which led to a depreciation of the Egyptian pound by
31 percent. The modest rise in production reflects increased
exports and the quick recovery of tourism following the
war in Iraq. Meanwhile, the decline in domestic sales
and employment as well as stagnant investment are due
to multiple factors, such as difficulties in the corporate
and banking sectors, weak interest rate transmission
mechanisms, and a low level of confidence. As for the
optimistic expectations about the second half of the year,
the explanation is not obvious, but reasons may include the
shorter-than-expected war in Iraq; the narrowing gap between
the official and parallel exchange rates; the possibility of
securing a government loan from abroad; and finally, a belief
that the economy has already hit bottom.

What can be done to activate the economy and restore
confidence in the short run? Not everyone agrees on the
answer. Some argue that higher government expenditures
and lower interest rate could do the trick. Others believe that
fiscal deficit is already high (about 7 percent of GDP) and
low interest rate could increase the pressure on the pound
without stimulating investment. A better option would be
to focus on boosting exports and attracting foreign direct
investment (FDI) by adopting such measures as allowing
the pound to move more freely, reducing trade protection,
in addition to concluding a sizable privatization deal. In the
medium run, there is no substitute for reforming the financial

Chart 1: Trends in Business Survey Indicators,
2001-2003 (net balance)
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About the Business Barometer

In an attempt to provide timely information about the direction of the Egyptian economy, ECES published the first issue of
the Industrial Barometer in 1998. The periodical reported the results of a biannual survey of 165 firms fully drawn from the
industrial sector. However, to improve the depth of the report, the survey was expanded in the July 2000 issue to include 35
firms from the construction sector. This step converted the former Industrial Barometer into today's Business Barometer. The
survey was further expanded in the July 2002 issue to include 10 firms from the tourism sector. Detailed information about the
sample can be found in the 'Methodology' section of the publication.

This edition of the Business Barometer reports the results of a stratified sample of 210 public and private firms. The survey
covers their assessment of economic growth and the results of their operations in terms of their production, sales, inventories,
prices, wages, employment and investment over the first six months of 2003. It also summarizes their expectations for overall
future economic performance as well as their individual plans for the last six months of 2003.

The interpretations and comments expressed in this survey are those of the ECES team, and do not necessarily reflect those
of the ECES Board of Directors.

ECES Business Barometer Team

Ahmed Galal, Executive Director and Director of Research
Samiha Fawzy, Deputy Director and Lead Economist
Nihal El-Megharbel, Economist

Sarah Broberg, Editor
Yasser Selim, Managing Editor

Survey conducted by: Layout & Production:
Market Research & Development
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The Egyptian Center for Economic Studies (ECES) is an independent, nonprofit research institute. It was founded by leading
members of Egypt's private sector in 1992. The objective of the Center is to promote economic development in Egypt by assisting
policy makers to develop appropriate plans for reform based on international experience. In pursuit of this objective, ECES
conducts applied policy research and disseminates its findings through a select series of publications, lectures, conferences,

and roundtable discussions.

For more information, please contact:
The Egyptian Center for Economic Studies

The World Trade Center, 14th floor, 1191 Corniche El Nil, Cairo 11221, Egypt

Tel.: (2-02) 578-1202 Fax: (2-02) 578-1205

E-mail: eces@eces.org.eg
URL: www.eces.org.eg
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