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About the Business Barometer

In 1998, ECES published the first issue ofltidustrial Barometerreporting the results of a bi-annual survey to provide timely
information about the direction of the Egyptian economy. From January 1998 until December 1999, the survey relied on a
sample of 165 firms, fully drawn from the industrial sector. In this fifth edition of the survey, ECES is pleased to ahabunce

the sample has been expanded to comprise the construction sector in addition to manufacturing, thus converting the former
Industrial Barometeinto theBusiness BarometebDetailed information about the new sample can be found in the ‘Methodology’
section of the publication.

This edition of theBusiness Barometeeports the results of a stratified sample of 200 large manufacturing and construction
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 2000. It also summarizes their
expectations for overall future economic performance as well as their individual plans for the second half of the year.

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
Faika El-Refaie, Consultant
Rawia Mokhtar, Economist

Sarah N. Vellozzi,Editor

Survey conducted by: Layout &Production:

Market Research & Development GMW
M!AF&RH RESEARCH & DEVELOPMENT
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Overview Chart 1: Trends in Business Survey

Indicators, 1998-2000 (Net Balance)

Overall, the survey results reveal that the majority of theg
respondents felt that the economy in the first half of 2000 eithg

=

Economic Growth

50

stagnated or did not perform as well as they expected in the previous w0 A= — A
. . o 20 —— T Expectations~

survey. While they continue to be optimistic about the second half 20 /:/\ S

i i i 10 Evaluations -
of the year, their expectations for higher growth have been largely 0

) -10 July-Dec 1998  Jan-June 1999 July-Dec 1999 -June 2000  July-Dec 2000
reduced (Chart 1, Tables 1-3). Indeed, such evaluation was commpn o \
among all sub-sectors without exception. _
Production
70
i . i i X 60 ao_
At the business level, firms reported a sharp reduction in productign 50 =7 Expectagogs— ———a
. . . 40 B ———
in response to slower sales at home and abroad. The majority staed > \/\
. . . . . . Evaluati
that they maintained their selling prices at previous levels. Wagés o valuations
have been stable during this period, which could be interpreted as 5 wﬂ“‘g’; e
omestic es
an attempt to avoid the cost of replacement of workers and the 70
. . 60 —_————
greater competitive pressure for skilled workers. In the second 50 /"E'xpectations =
. . 40 7

half of 2000, plans for production, investment and employment 0| S=——e_ 7

. 20 .
are being scaled down. 10 EVM
0

v
“10 July-Dec 1998  Jan-June 1999 July-Dec 1999  Jan-June 2000 July-Dec 2000

The general downturn of the first half of 2068ems consistent

with other economic indicators, especially with respect to the International Sales

50

. .. . . M ———
consumption of electricity and cement, as well as the decline in :Z 7 Expectaﬁons\\
. . —_————
imports. This down turn can be traced to a number of external and o * /\ A
. . 10 .
internal factors. The most important of these, however, appears o o E"j"“a‘ﬁ,
be the liquidity shortage caused by the attempts to maintain a stalple | o samaune 1088 au-ooc s danne 2000 auyDec 2000
nominal exchange rate at a time of excess demand for foreign _ _
L Final Product Prices
exchange. The recent modest flexibility in the exchange rate, the 20
) H . E tati
government’s effort to pay its dues, and the recovery of tourism 10 _a—ecranons
s S ————
all suggest that the problem may be alleviated in the future. 0 =7
July-Dec 1998  Jan-June 1999 July-Dec 1999  Jan-June 2000 July-Dec 2000
-10
The remainder of this issue of the Business Barometer elaborates . Evaluations
these broad conclusions under four headings: the level of economic
-30
activity, prices and wages, and investment and employment, and
. Input Prices
constraints. ”
Expectations
. - - 20
The Level of Economic Activity
10
Evaluations e
Slow economic growth with low expectations for the future 0
. . . . . July-Dec 1998  Jan-June 1999 July-Dec 1999  Jan-June 2000 July-Dec 2000
Keeping in mind that actual growth figures are not determine Wage Bill
until the end of the year and are dependent on all key sectors in the -
. . 70 Evaluati
economy, about 90 percent of the firms surveyed in th o M——-—-‘
. . . i 4 e —— -
manufacturing and construction sectors characterized economic vl e Expectations
growth in the first half of 2000 as stagnant or declining. Thi K

July-Dec 1998 Jan-June 1999 July-Dec 1999  Jan-June 2000 July-Dec 2000

assessment is consistent with the trends in such economic
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during the same period (see below). Another indication of a perioBalling sales with less positive expectations for the future
of lower growth is the modest drop in the number of newlyln contrast to the upward trend of sales in 1999, the survey results

authorized companies from 312 during August-December, 1998how an appreciable decline in sales at home and abroad in the

to 296 during the period January-May, 2000.

Import Levels and Electricity and Cement Consumption

cement (Thousands of tons)

Indicator Sept/Dec. | Jan/Apr.
1999 2000

Imports (US$ million), Of which 5166 4610
Capital goods 908 848
Intermediate goods 2280 1856

Industrial electricity consumptiom 8042 7507

(Thousands of MWH)

Domestic consumption of 9051 8375

Source: Ministry of Economy and Foreign Traldonthly Statistical Digest

July 2000.

For the second half of 2000, very few of the surveyed firms (les
than 25 percent) expect economic growth to be highe

(Charts 1-2).

Notable decline in production but optimistic expectations
As much as three quarters of the respondents in the sample reportB Part of the government to activate the economy by settling

that their production in the first half of 2000 was either the sam

first half of 2000. Of the total sample, 135 firms reported that their
sales in the first half of 2000 were stagnant or lower than before.
This phenomenon has been felt more strongly by all exporting
firms in the sample (115 firms).

At the sub-sector level, unlike the general decline in domestic and
international sales, the wood, cork and furniture; paper; spinning
and weaving; beverages and tobacco; and transport sub-sectors all
reported higher access to international markets.

The expectations for the rest of the year are positive, although less
so than previously reported. The majority of the respondents expect
higher sales in the domestic market, with the exception of the

spinning and weaving; basic metal; beverages and tobacco; and
leather sub-sectors, which are expecting lower domestic sales. In
contrast, 68 percent of the respondents in the sample (constituting
gﬂe spinning and weaving; chemicals, transport, and leather

jndustries) expect same or lower sales in the international market
(Chart2).

These optimistic views probably reflect the increasing effort on

gccumulated arrears, easing the rigidity of the exchange rate, and

or lower than in the previous 6 months. The paper and wood, cofRKiNg practical measures to boost exports.
and furniture industries were the only sub-sectors indicating an
increase in production. While expectations of future productiorP€¢lining inventory with virtually no change in capacity

remain optimistic, at 53 percent, this view reflects a lower
proportion of the respondents than in previous surveys. Basi
metals; food; printing; non-metal products; and beverages an

utilization
Iglost firms in the manufacturing sector used their inventory to
eet demand in the first 6 months of 2000. (It should be noted

tobacco anticipated declining production over the coming Si)}hat the construction sector has no significant inventory) Only 38

months.

100%

90% -+
80% -
70% |
60% |
50% -
40%
30% - H
20% |
10%
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Chart 2: Survey Results: Expectations for
July - December, 2000

T T
Economic Production

Growth

Domestic
Sales

T
International
Sales

companies accumulated higher inventory during the period. These
are concentrated in ready-made clothes and printing. Wood, cork
and furniture; and rubber maintained their inventories at their
previous levels.

At the same time, the majority of firms (81 percent) reported no
increase in the utilization of their productive assets (see below).
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Prices and Wages Higher wages with continued pressure expected in the future

As far as the wage bill is concerned, the survey results indicate

Stagnant prices of final goods, with mild expectations of an that 152 firms continued to face pressure to increase wages during
upward trend the first half year of 2000. Furthermore, 134 firms are expecting a
Despite low demand, less than one fifth of the respondents reportéatther rise in their wage bill (Chart 3). Given that they are not
lower prices for their products in the first half of 2000, while 127planning an increase in employment, as discussed below, this
companies maintained the same level as before. A smaller numbiefplies that they expect an increase in the wage pressure.

of firms accounting for only 6 percent of the respondents were

able to raise their prices. This result reflects the unwillingness

firms to incur costs even in the face of declining demand in the

hope of economic recovery down the road. It may also help t8ignificant declines in investment

explain why the majority of firms (171) expect prices to remainin the previous survey, very few firms in the manufacturing sector
constant over the second half of the year 2000 despite thelrad plans to increase their investment during the first half of 2000.
expectations of increasing demand (Charts 1 & 3). The chemical$he results of this survey, which includes the construction sector
building materials; ready-made clothes; and paper; wood, cork arfdr the first time, exhibit a similar pattern, as 90 percent of the
furniture sub-sectors, however, expect higher prices for theirespondents have no plans to increase investment in the rest of the

products. year. These plans reflect the high level of unused productive
capacity, past investment, and the limited competitiveness in export
Chart 3: Survey Results: markets.

Expectations for July - December, 2000

No plans for increasing employment
100%

90% As for employment, only 13 firms accounting for 6 percent of the
33; ] sample are expecting to hire more labor in the second half of 2000.
60% | . .
00 The rest of the firms are planning to keep the level of employment
] H constant or even lower than before (Chart 4).
20%
10% H H
0% _ : _ . _ Chart 4: Survey Results:
Fine prouet Input prices Wage bil Expectations for July - December, 2000
100% _
Rising input prices with favorable expectations for the next six o
months ;g‘i 8
The survey results reveal that 58 companies accounting for 29 ig; .
percent of the sample (although representing 50 percent of the 30%
20%
market of the sample) experienced higher prices of inputs during 10% - " -
0% T
the period of January-June 2000. This result does not reflect the Investment Employment

state of the economic activity in terms of local inputs. For imported

inputs, however, it is possible that international prices may ha

gone up or that there has been an increase in the cost of secu\m

imports as foreign exchange became relatively more scarce at timgg response to the questions about the constraints they faced in the
last six months, both private and public sector firms cited market

The expectations for input prices over the next six months argemand as the most severe. Public firms, however, listed the lack

favorable to producers, however. As many as 167 firms (84 percep 5 skilled work force as their second main constraint, while the

of the respondents) expressed the view that their input prices Willijyate sector indicated that insufficient credit as a more pressing
remain stable, while only 16 percent expect them to increase. proplem.
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Methodology effort to provide adequate infrastructure. This led to significant

increase in the construction sector’s share in economic activity
Because of the lack of timely real-side data on the Egyptiafrom 4.94 percent of GDP in FY 89/1990 to 6 percent in FY 98/
economy, ECES created and conducted a bi-annual survey targetggbg. Furthermore, the sector absorbs virtually 8 percent of total
to cover the most important sectors affecting economic activityemployment in the Egyptian economy. The sector’s investment is

Aside from pI’OViding useful information on business sector V|eWSrap|d|y expanding’ with the private sector imp'ementing over 80
about past performance, it casts light on their expectations for futuigsrcent of such investment.

production, prices, employment, and investment. The survey is

based on two samples of the largest firms in the manufacturinghe sample was chosen to encompass different specializations and
(165 firms) and the construction (35 firms) sectors, conducte@ount for the major part of employment in this sector. Employment
biannually in June and December. in 35 biggest companies constituted over 23 percent of the total
labor force in the sector in FY 98/1999.
The manufacturing sector sample was selected by first calculating
the value-added contribution of each major sub-sector using thene survey elicits responses from these two selected samples on
following classifications of the Ministry of Planning: food; current levels of activity in terms of production, sales in the
beverages and tobacco; spinning and weaving; ready-made clothggmestic and international markets, inventories, the level of
cork, wood and furniture; paper and its products; printing; shoessapacity utilization, the prices of final product and inputs, as well
leather and leather products; rubber products; chemicals angs wages, employment and investment. The survey also searches
chemical-related products; non-metal mining products; basic metghr the changing nature of constraints on business, as well as

products; and transportation equipment. Based on thesgsessment of the overall economic growth (see questionnaire).
calculations, a number of public and private firms were chosen

from each sub-sector so as to make the sample representing the
sector. Finally, the sample was scaled down by selecting large firms

across different sub-sectors on the basis of employment. Usi 9ECES would like to express its deep appreciation to hll
this approach, the total number of companies reached 165.

companies that participated in the completion of the

guestionnaires in due time, and would welcome any further
The decision to include the construction sector was based on sev a&omments or suggestions for further improvement

observations. First, it was noticed that the government made grdat
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Business Barometer
(Bi-annual Survey)

Enterprise name: Respondent Name:
Nature of Activity: ~ Specialization: Position:

Sector: [O PublicO Private Survey Period:

Year of Foundation: Date of interview:

Number of Employees:

1. Relative to the last six months: %
is your production/ volume of activity O higher O normal O lower ___
are your sales volume of activity in the domestic market: O higher O normal O lower __
are your sales volume of activity in the international market: O higher O normal O lower __
did prices for your products/ projects O rise O staythe same O fall —
did prices for your inputs/ building materials O rise O staythe same O fall _
did wages: O rise O staythe same O fall _
did your inventories: (If applicable) O rise O staythe same O fall _
has your capacity utilization been: O approaching full capacity O normal O belownormal ___

2. What is your sale/ Size of activity in Egyptian pound during: The year before this survey period
The survey period

3. In the last six months, is the economy growing: O faster O at the same rate O slower
4. Is your production currently constrained: O vyes O no

If yes, please rank on a scale from 0 to 4 the following constraints to your production process, where 0 indicates adttsaconétr
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 0O staythe same O fall _
your sales/ size of activity in the domestic market to:0 rise O stay the same O fall -
your sales/ size of activity in international markets tol1 rise O stay the same O fall _
prices for your products/ projects to: O rise 0O staythe same O fall —
prices for your inputs/ building materials O rise O staythe same O fall _
wages to: O rise 0O staythe same O fall _

6. In the next six months, are you planning to: O increase your work force O maintainit [ decrease it
O increase capital investment [ maintain it in case of an increase — %

7. In the next six months, do you expect the economy to grow:O0 faster O atthesamerate O slow
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