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Introduction

This is ECES’ third issue of thindustrial Barometey first
published in the summer of 1998. Building on the success of th
last two issues, thBarometerseeks to provide and analyze real-
side economic data on the current state of Egypt’s industrial sectc
For eachissue, ECES conducts a survey of industrial firms in Egy
to evaluate their business and economic expectations for the comi
six months.

This issue of thdndustrial Barometerexamines the
performance of the Egyptian manufacturing industry over the las
six months and looks at the economic prospects for the last half
1999. Moreover, industrialists’ business expectations as polled

the last survey are compared to actual economic performance i

an effort to gauge how closely expectations were actually realize

In addition, expectations from the last survey are compared to

current expectations to see if Egypt's business community ha
become more or less optimistic about economic performance give
economic conditions over the past year.

Overview

Flat Sales in the Manufacturing Sector

The manufacturing sector showed flat sales for both the domestic

and international markets over the first six months of 1999
Previous expectations that sales would recover in the first half
1999 did not materialize, with roughly the same number of firms
reporting decreases as those reporting increases in domestic &
international sales relative to the last six months of 1998. Sales
export markets are slightly higher than those reported for the seco
half of 1998, implying that they have stabilized and are no
deteriorating further.

Business Confidence Remains High

The rate of expansion in Egypt’s industrial sector has been slow
than expected; however, business confidence in the manufacturi
sector remains resilient. Expectations for the second half of 199
are optimistic with more than half of the respondents expectin
economic growth and sales to both domestic and internation
markets to rise over the coming six months relative to current level
This degree of optimism seems to be based on firm’'s assumptio

that the repercussions of the global financial crisis have dissipated

and that the affected national economies and markets are starti
to recover.
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Final Product Prices Mostly Stable

One-fourth of the firms surveyed indicated that prices for thei
products have fallen compared to six months ago, while the vapt Economic Growth
majority of firms (59 percent) reported that prices for their good 60
have remained stable. This result comes in spite of the fact that 50+
firms are reporting rising input prices and wages. For the next six :2
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Economic Growth Expected to Recover Domestic Sales
Manufacturers reported that, on balance (33 percent reporting an ;8
increase versus 21 percent reporting a decrease), the Egyptian ig:
economy continued to grow in the first half of 1999, but that thg
rate of growth fell short of their expectations. One-third of the

Trends Over Time

months, firms expect prices to follow a similar trend producing ar
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overall picture of stable prices and rising wages.
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fifth reported its decline. These results are similar to those reported

in the lastindustrial Barometemlthough slightly more positive.
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This implies that industrialists believe the rate of growth for the v 50
first half of 1999 was roughly the same or slightly higher than the § 40
rate of growth for the last half of 1998. § zg '—H
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Although economic growth lagged behind expectations, firmg S 9
are still very optimistic that the level of economic activity will O ool Evaaiondf  Evalustion of  Experiaions for
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increase in the second half of the year. Manufacturers expept months of 1088 months of 1998 months of 1999 months of 1999
economic growth to pick up over the course of the year with morg Production
than half (53 percent) of the firms surveyed expecting a highgr 80
rate of economic growth, while only 9 percent expect a slowdown. % gg
Their expectations are based on the on-going recovery in globgal = ig
economic conditions, as well as the improvement in the domest|c % 30
. - . B 20
economy due to recovery of the tourism and oil industries. Although 8 io
this recovery has been slow so far, there are indications that it fis O aluation of  Evaluation of - Evalation of - Expectations for
first six last six first six the last six
fma”y taking hold. months of 1998 months of 1998 months of 1999 months of 1999

- Final Product Pri
Levels of Activity " ch; uerrrees

TEFR

Flat Sales

Sales to both domestic and international markets were flat for the

first half of 1999. Manufacturers’ previous expectations that sales

would recover in the first half of 1999 did not materialize, with ig

roughly the same number of firms reporting decreases as those v st e
months of 1998 months of 1998 months of 1999 months of 1999

reporting increases in domestic and international sales relative o

the last six months of 1998. The net balance for sales was zero 1or- Higher

the international market (22 percent reporting lower sales and
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22 percent reporting higher sales), and -1 percent for the domestixoduction and those reporting lower production is significant
market (31 percent reporting lower sales and 30 percent reportind8 percent), but is lower than the spread reported in the previous
higher sales). The results of the survey suggest that the privaigsue of thé&arometerfor the last six months of 1998. This implies
sector continues to fare slightly better than the public sector, ithat production growth has slowed which, in combination with
both internal and external markets, but that the aggregate®wer than expected sales performance, indicates that firms’
differences in sales performance are minimal. inventories will rise. This, however, is not reflected in the results

. . _at the aggregate level and warrants a note of caution when
Looking at sales performance at the subsector level, the private

: : . interpreting the results.
processed food and chemicals industries were the only two sectors P g

showing strong positive results. The net balance for domestic sales Firms continue to expect a turn around in market conditions
of private food processing firms was 36 percent (43 percenand therefore, have not cut production drastically and do not
reporting increased sales and 7 percent reporting lower sales) aadticipate cutting production in the coming six months. In fact,

an impressive 73 percent for international sales, with none of thisvo-thirds of the companies surveyed said they intend to raise
surveyed firms reporting lower sales. The private sector chemicajgoduction over the coming months.

firms also did well with a net balance for domestic sales of

33 percent (50 percent reported higher sales and 17 perce'ﬁi{ghly OPt'm'St'C Expectations _ o
reported lower sales) and a net balance of 40 percent fc)I%xpectatlons for sales and production are optimistic with a net

. : . . . _balance of 58 percent of firms expecting domestic sales to increase
international sales, with 60 percent of the companies reporting T : _
higher export sales. and 46 percent expecting international sales to increase.
Consequently, a net balance of 61 percent expect production to
Production Continues to Rise rise over the coming six months (67 percent expect production to
Production continued to rise in the manufacturing sector, withrise and 6 percent expect it to fall), while 30 percent of the firms
37 percent of the surveyed companies reporting higher producticare planning to increase capital investment. The level of future
and only 19 percent reporting lower levels of production over thexpectations reflected in the survey results are significantly higher

past six months. The spread between firms reporting highehan the previous set of expectations for the first six months of

Business ConfidenceThe deterioration in business confidence, creased. The most marked upturn in business confidence was
reported in the previous issue of Barometer seems to have in domestic sales, where the balance of optimism rose from

been reversed. According to the results of the latest survey &6 percent to 58 percent. Other indicators on the chart show
165 public and private firms, the proportion of firms expectingthat although firms have been facing rising input prices over

economic growth to rise in the past year, this has not
the second half of 1999 exf - been passed onto the con
ceeded those expecting it 80 - Expectatlons sumer as final product
to fall by 44 percentage 60 4 prices have remained rela-
points, up from 25 percent- 2 0 4 tively stable. This situa-
age points in the first half g 20 4 I’ n ‘ tion, however, is not ex-
of 1999. For all of the other| = 0 4 : : I : pected to persist since fur-
o
market demand indicators = 5 | é‘ § " g " é T 8 ther anticipated increases
(domestic sales, internat 404 gé §§ %ﬁ é E‘gg g5 S5 in input prices in the sec-
tional sales and produc E - ond half of 1999 will
tion) shown in the chart, B Jul-Dec 98 []Jan-Jun 99 [l Jul-Dec 99 translate into increases in
the balance of optimism in- prices.

1 Some firms may have understood the question regarding inventories to mean inventories of both final goods and inputgyahawhiweakened
the reliability of this question’s results. ECES will change this question in the coming survey to make it clearer.
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1999, as reported in the ldatlustrial Barometenwhere the net  reported no change in the prices of their products. This decline
balance for domestic sales, international sales and production weeenfirms firms’ predictions six months ago. For the coming six
25 percent, 28 percent and 39 percent, respectively. This increasggbnths, 72 percent of the firms expect prices to remain stable and
optimism implies that firms believe the external factors that led ta g percent expect prices for their products to rise. The overall
a slowdown in domestic and external markets over the previousicture, therefore, remains one of relative price stability in Egypt.

year are improving and that higher growth rates will resume in the Input prices and wages continued to rise with 36 percent of the

coming six months. companies reporting that prices for their inputs rose during the

Employment and Investment first half of the year, and only 14 percent reporting that they fell.

Wages likewise continued to increase with 63 percent of the firms
Rising Private Sector Employment and Investment saying that their wage bill has increased relative to the past six
Expectations for private sector employment over the coming si¥yonths. Given that actual sales performance has failed to meet
months continue to be positive, with 27 percent of the private sect@iypectations over the last year, firms seem to be facing significant
firms surveyed planning to increase their workforce and onlyyrice competition in their respective markets as rising input and
14 percent expecting to lower their current level of employment, o4 prices are not translating into increases in final goods prices.

This is slightly less than the 31 percent of private sector ﬁrm%his also implies that firms’ profits continued to be squeezed during
which planned on hiring more workers in the first half of this Yearyp o first half of 1999

Nevertheless, it is a continuation of the trend reported in the last

Industrial Barometer Almost half of the expected increase in Constraints

employment in the private sector is expected to come from the

processed food industry, which out-performed all other industrieg/I arket Demand: The Most Cited Constraint

in terms of sales over the first two quarters of 1999. Converself ontrary to the previous survey, the majority of the firms reported

the public sector continues to expect further reductions in it§hat they did not face any constraints to production. Only 33 percent

workforce, as part of the ongoing Early Retirement Scheme, albetf Public firms and 36 percent of private firms reported
at a slower rate than reported in previous surveys. encountering production constraints. The one constraint
consistently cited, however, is once again, insufficient market

Investment in flx?d capltal. Is also projected .to Increase W_'thdemand. This is in line with the rest of the survey results showing
30 percent of the firms saying they plan to increase capltall .
) i ) ower than expected sales and production.
investment over the rest of 1999. More private than public sector
companies are planning increases in capital investment (36 percent Survey results indicating that the majority of businesses do

and 24 percent, respectively), which is in line with the privatenot face constraints to production are contrary to the findings of

sector’s better performance over the past six months. other business surveys, which consistently cite a number of
- constraints to business in Egypt. Nevertheless, it must be noted

that theBarometersurvey does not focus on business in general

Lower Prices for Final Goods but rather on constraints to production specifically. Also, it surveys

Prices for final goods continued to decline, on balance, during thée largest firms in each industry, in terms of employment, to
first half of 1999, albeit at a slower rate than over the last half ofapture as many of the production trends as possible. Since large
1998. One-quarter of the surveyed firms reported lower prices fdirms tend to have fewer constraints than small firms, the sample
their products, and 16 percent reported increases relative to tlieebiased and the incidence and severity of constraints will therefore
last six months. The majority of firms (59 percent), however,be reduced.
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Appendix wage and employment trends, the changing nature of constraints

on bhusiness, as well as overall economic growth. Firms were
Methodology requested to indicate an increased, decreased or unchanged level
In an effort to track and monitor trends in the Egyptian economypf activity for each indicator. Of all of the firms that responded,
ECES discovered that data on the financial side of the econontyie response rate was above 90 percent for all but one indicator,

was widely available and its timeliness and accuracy had improvegternational sales, due to the fact that some firms are not engaged

dramatically over the last few years. There is, however, a lack afy external trade.
timely real-side data reflecting trends in individual sectors. In order ) )
) . . . The ECES survey focused on constraints to production and
to gather data on entrepreneurs’ perspectives of industrial trends, i ]
] i _did not address general constraints to business (see survey). The
ECES conducted a survey targeted at certain sectors/industries. . ) ) i
. ) ) . ) o purpose of this focus is to determine whether certain factors of
This will ultimately aid ECES in developing output indices for a ) ) )
production are causing bottlenecks, and thereby to help in the

number of sectors based on information gathered about past and L . .
process of anticipating changes in price levels and employment.

present demand and supply elements, expectations about fuml[ﬁerefore this survey did not address some of the most often-

orders, prices, and so on. . L . .
P cited constraints in the general business environment, such as tax

All three issues of the survey concentrated on the industridbws.
sector, mainly manufacturing, and excluded construction,

Additionally, the ECES survey relies on the largest firms in
petroleum, agriculture, and service activities, which can bee

ach industry, in terms of employment, in order to capture as much

monitored by other means. Selecting the sample was done in thrgfathe production trends as possible. Since large firms tend to have
stages. First, the value-added contribution of each major subsectQl ... ~onstraints than small firms. the sample is biased

to manufacturing was calculated, including the relevant publict,,\harmore, the incidence and severity of constraints are not
private split within each subsector. Second, the number of publignitorm across sectors and do not mirror results of other formal
and private firms needed from each subsector was calculated, basgq; informal surveys.

on the sample size. Finally, large firms were chosen on the
assumption that they contribute the most value added to the The ECE3ndustrial Barometewas conducted as a means of

industrial sector as a whole across different subsectors. gaining information to make assessments and predictions about

the Egyptian economy. As an industrial survey of input and output

In the current survey, 165 firms, out of a sample of 200axpectations—the first of its kind in Egypt—it has certain

distributed among 11 industrial sectors, responded between Mayethodological weaknesses. ECES is committed to improving the
and June 1999. Using the classification categories of the Ministrygor of the overall approach and increasing the sample size in
of Planning, the manufacturing sectors surveyed were: foodéach subsequent survey to ensure greater coverage of the
beverages and tobacco; spinning and weaving; ready-made cloth@sanufacturing sector and industrial sector. The medttstrial
printing; shoes; leather and leather products; chemicals anBarometersurvey will be conducted in November and December
chemical-related products; non-metal mining products; basic metalg99 with the results due to be published in January 2000. ECES
products; and transportation equipment. The survey eliciteévould like to thank all the firms that participated and those readers
responses on current levels of activity, prices, inventories, andlho sent their comments and suggestions. ECES has tried to
capacity utilization relative to the previous six months, andincorporate their feedback into this survey and would welcome
expectations about output and input prices, final product demandny further comments or suggestions.
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aplmdl] elad all s ol o
ECES

The Egypman Cener por Econoonc Studies

Business Survey

Enterprise name: Year of foundation:
Nature of activity: Number of employees:
Date of interview:

1. Relative to the last six months,

are your sales in the domestic market: O higher O normal O lower
are your sales in the international market: O higher O normal O lower
is your production: O higher O normal O lower
did prices for your products: O rise 0 stay the same O fall
did prices for your inputs: 0 rise O stay the same O fall
did wages: O rise ] stay the same o fall
did your inventories: O rise O stay the same o fall
has your capacity utilization been:

[ below normal J normal O approaching full capacity
is the economy growing: O faster O atthe samerate [ slower

2. Is your production currently constrained:] yes no
If yes, please rank on a scale from 0 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):
3. In the next six months, do you expect
your sales in the domestic market to: O rise O stay the same O fall
your sales in international markets to: O rise O stay the same [J fall
your production to: O rise [0 stay the same O fall
prices for your products to: O rise 0 stay the same O fall
prices for your inputs to: O rise 0 stay the same O fall
wages to: O rise O stay the same O fall
4. In the next six months, are you planning to:
[ increase your work force O maintain your workforce unchanged
] decrease your workforce
[ increase capital investment [0 maintain capital investment unchanged

5. In the next six months, do you expect the economy to grow:
Ofaster [0 atthe samerate [ slower
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