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About the Business Barometer

In an attempt to provide timely information about the state of economic activity in Egypt, 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. In July 2006, the survey
was expanded again to include a total of 320 firms (from 210). 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 320 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 2006. It also summarizes their expectations for overall
future economic performance as well as their individual plans for the last six months of 2006.

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.
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Business Barometer

Overview

This edition of the Business Barometer reflects the
views of 320 large firms from the manufacturing,
construction, and tourism sectors regarding the
overall performance of the economy as well as
their own activities during the first half of 2006 and
expectations for the second half of 2006. This edition
builds on a revised sample of firms in an attempt
to better reflect the current contribution of different
sectors to GDP and provide a broader coverage of
businesses in the economy (see the methodology).

With respect to the past six months, firms’
perception of overall economic growth was less
favorable compared to the previous survey, as
shown by the negative net balance' of growth in
figure 1. Regarding own activities (production,
sales, investment and employment) firms were more
positive compared to their views about economic
growth, with the exception of tourism firms due to the
terrorist bombings that took place in Dahab in April
2006. Overall, firms’ evaluation of the economy
and their own activities (except for employment
and investment) were less favorable in the past six
months compared to the previous survey (figure 1).

For the second half of 2006, the majority of firms
anticipate higher (48 percent) or stable (37 percent)
macroeconomic growth. However, relatively more
firms compared to the previous survey are less
optimistic about economic growth (figure 1). With
respect to own activities, the majority of firms
anticipate higher or stable production, employment,
investment and sales; expectations for most variables
are higher than in the previous survey. As for prices
and wages, a higher percentage of firms expect
further increases during the coming period.

It is clear that firms’ evaluation and expectations
of the overall performance of the economy diverge
from actual and forecasted government figures for
economic growth and to some extent from firms’
evaluation of own activities. Boosting expectations
requires improving the macroeconomic environment
by pursuing more rigorous economic reforms. Also,

! Net balance represents the percent of respondents indicating “higher”
minus the percentage of respondents indicating “lower.”

Economic Growth

Figure 1. Trends in Business Survey Indicators
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more attention should be paid to the quality of
growth, especially distribution and governance, in
order for the impact of growth to be widely felt by
the population.

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

The Level of Economic Activity

Economic growth declined and expectations are
low

The majority of respondents reported declining
(38 percent) or stable (34 percent) economic
growth during the first half of 2006. These views
apply to all sectors, especially the tourism sector,
which reported the largest decline. Expectations
for the next six months are more favorable, but less
optimistic compared to the previous survey. Again,
the least favorable expectations about economic
growth were reported by firms in the tourism sector.
The negative perception of economic growth in
the past six months runs counter to official figures.
According to the Ministry of Planning and Local
Development, the real GDP growth rate in the third
quarter of 2005/06 (estimated at 5.9 percent) was
higher than the growth rate for the corresponding
quarter in 2004/05 (5.1 percent) and for the first half
of 2005/06 (5.7 percent).

What might explain firms’ negative perception
of economic growth? While the Dahab terrorist
bombings provide an adequate explanation in the
case of tourism, reasons vary for the other sectors.
One explanation may be the slight decline in firms’
assessment of own activities in the past six months.
As illustrated in figure 1, while the net balances of
production and sales are positive, they are lower
than in the previous survey, indicating that more
firms see a decline in these two variables. Yet, the
decline alone might not be an adequate reason in
light of the significant increase in the percentage

of respondents reporting a decrease in GDP, which
suggests that other factors might be responsible.
The negative outlook also appears to reflect
concern over issues such as the fiscal deficit, rising
domestic public debt, poverty and unemployment.
Additionally, some positive economic developments
such as stepping up the pace of privatization may
have been misperceived due to the lack of an
appropriate communications strategy to adequately
inform the public about the process.

Production was stable with higher expectations

The majority of respondents reported higher (45
percent) or stable production (30 percent) during
the first half of 2006 (table 1). The most favorable
views were reported by construction firms, while
the least favorable were expressed by firms in the
tourism sector. Within the manufacturing sector,
firms in mineral products, paper, printing and rubber
industries reported the most favorable results.

Regarding expectations, most firms anticipate
higher (73 percent) or similar (20 percent) levels
of production (figure 2). Expectations were quite
similar across sectors, but slightly lower in the
case of tourism. The most favorable manufacturing
expectations were reported by firms in ready-made
garments, rubber, plastic, printing, transportation
equipment, metallic products and beverages and
tobacco industries, with modest expectations from
firms in the spinning and weaving industry.

Figure 2. Growth, Production, Domestic & International Sales
Expectations*: July - December 2006
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Sales declined but expectations are more
Javorable

The majority of respondents reported higher or
stable domestic and international sales during the
first half of 2006, but relatively more firms compared
to the previous survey reported lower sales (table
2). The least favorable views were expressed
by the tourism sector. Within the manufacturing
sector, firms in transportation equipment, rubber
and mineral products industries reported the most
favorable assessment of domestic sales, whereas
firms in ready-made garments, fertilizers, and glass
industries reported the most favorable views of
exports. Regarding the next six months, the majority
of firms anticipate higher or stable domestic and
international sales. Overall, expectations for
domestic sales are more optimistic compared to
the previous survey, but slightly less positive for
international sales (table 3).

The less favorable evaluation of sales compared to
the previous survey is consistent with the observed
decline in the contribution of domestic and foreign
demand to GDP growth during the third quarter
of FY 2005/06 as compared to the first half of FY
2005/06 (figure 3).

Figure 3. GDP by Components
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Inventory increased and capacity utilization
declined

Reacting to the decline in domestic and international
sales in the first half of 2006, relatively more firms
compared to the previous survey reported increased
inventory and reduced capacity utilization. The net
balance of inventory increased from -11 percent to
-4 percent and that of capacity utilization declined

from 12 percent to -3 percent (table 2).

Regarding the coming six months, firms hold more
favorable views of capacity utilization as they
anticipate higher production and sales (figure 4).

Figure 4. Inventory and Capacity Utilization
Evaluation: January - June 2006
Expectations: July - December 2006
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Prices and Wages

Prices are rising with similar expectations

For the first half of 2006, most respondents
reported stable (51 percent) or higher (41 percent)
final product prices. Manufacturing industries that
reported no change in prices were the beverages and
tobacco, and pharmaceutical industries. For the next
six months, most firms anticipate higher (50 percent)
or stable (46 percent) prices. Higher final product
prices were more widely reported by construction
firms.

As for input prices, the majority of respondents
reported higher (81 percent) or stable (17 percent)
prices during the first six months of 2006. The
percentage of firms in the construction sector
reporting an increase in input prices was higher
than in the previous survey. This reflects rising
product prices of industries such as cement where
all respondents reported an increase in prices.
Regarding the coming six months, the majority
of firms expects higher (70 percent) or stable (20
percent) input prices.
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Higher wages and similar expectations

Most firms reported higher (72 percent) or stable
(25 percent) nominal wages during the first half of
2006. Regarding the next six months, firms expect
either higher (68 percent) or stable (32 percent)
wages (figure 5). Relatively more construction firms
expect higher wages compared to manufacturing
and tourism firms.

Figure 5. Prices and Wages
Expectations: July - December 2006
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Regarding the relation between final product prices,
input prices and wages, figure 5 shows that higher
wages and input prices do not always translate
into higher final product prices. In manufacturing,
the divergence between final product prices and
input prices including labor is apparent, especially
in the tobacco and beverages, pharmaceutical,
petrochemical, and spinning and weaving industries.
In tourism, higher final product prices are associated
more with higher labor prices than other input prices.
For construction firms, higher input prices including
labor are consistently translated into higher final
product prices.

This relationship reflects increasing competition
and pricing considerations that inhibit some
manufacturing industries (e.g., pharmaceuticals),
contrary to the situation in the construction sector. It
also reflects the importance of wages in the tourism
sector.

Investment and Employment

Higher investment and employment

The majority of firms reported stable (51 percent)
or higher (38 percent) investment levels during the
first half of 2006. Firms in the manufacturing sector
reported the highest investment. As for expectations,
all firms plan to increase (59 percent) or maintain
(41 percent) the level of investment during the next
six months.

As for employment, relatively more respondents
reported stable (54 percent) or higher (26 percent)
employment during the first half of 2006 compared
to the previous survey. Manufacturing firms—
especially those in the paper, ready-made garments,
and chemicals industries—reported the highest
increase in employment. For the next six months,
the majority of firms plan to maintain (55 percent)
or increase (33 percent) the level of employment.

Figure 6. Investment and Employment
Evaluation: January - June 2006
Expectations: July - December 2006
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Constraints

Limited demand is the most severe constraint

In the previous survey, constraints were ranked in
the following descending order according to their
severity: limited demand, access to finance, access to
imports, and lack of skilled workforce. In the current
survey, the order changed to: limited demand, lack
of skilled workforce, access to finance, and access
to imports.
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Methodology

Due to the lack of timely real-side data on the Egyptian
economy, in 1998 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, the survey
also sheds light on its expectations for future production,
prices, employment, and investment. The survey is currently
based on three samples of the large firms (in terms of activity
levels) in the manufacturing, the construction, and the
tourism sectors, and is conducted biannually in June and
December.

Until 1998, the survey was confined to the manufacturing
sector. 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 investment is rapidly expanding, with the private
sector implementing over 80 percent of such investment.

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 sampled firms cover the two main activities in the
tourism sector, namely hotels and travel agencies.

In the July 2006 edition, the sample was revised to reflect
the contribution of the manufacturing, construction and
tourism sectors to GDP and role of public and private

enterprises in generating value-added within each sector
in accordance with Ministry of Planning data for 2004/05.
Also, the sample of firms was increased to 320 firms (from
210 firms) to allow a broader coverage of large businesses
in the economy. Sectoral breakdown of the sample is as
follows: 227 manufacturing firms, 50 construction firms
and 43 tourism firms.

The structure of the sample of the manufacturing sector
was also revised to reflect the contribution of each industry
to manufacturing value-added and importance of public
versus private production within each industry based on
CAPMAS Annual Industrial Statistics 2004 (for the private
sector) and 2003/04 (for the public sector). Manufacturing
sub-sectors are: food; beverages and tobacco; spinning and
weaving; ready-made clothes; 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.

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 products
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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Business Barometer
(Biannual Survey: July 2006)

Enterprise Name: Respondent Name:

Nature of Activity: Specialization: Position:

Sector: O Public 0O 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 stay the same O fall _
did prices for your inputs / building materials: O rise O stay the same O fall _
did wage level: O rise O stay the same O fall o
did your inventories (If applicable): O rise O stay the same O fall _
was your capacity utilization: O approaching full capacity O normal O below __
did your employment: O rise O stay the same 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

O faster 0O
O yes O

3. In the last six months, did the economy grow:

4. Is your production currently constrained:

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.

at the same rate [

no

slower

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
your sales / size of activity in the domestic market to: O rise O
your sales / size of activity in international markets to: O rise O
prices for your products / projects to: O rise 0O
prices for your inputs / building materials O rise 0O
wage level to: O rise O

6. In the next six months, are you planning to: O

increase your work force

stay the same
stay the same
stay the same
stay the same
stay the same
stay the same

OOoooono

O maintain it

O increase capital investment 00 maintain it

7. In the next six months, do you expect: Your inventory to:

Productive capacity utilization to: O

O faster O

8. In the next six months, do you expect the economy to grow:

O increase 0O
increase [

fall
fall
fall
fall
fall
fall

at the same rate

O decreaseit O %
O %

stay the same [0 decrease
stay the same [ decrease

O slower
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