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Business Barometer

(Bi-annual Survey: July 2001)

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 3 normal O lower O
was your sales volume / size of activity in the domestic markathigher [ normal O lower O
was your sales volume / size of activity in the international markétigher [ normal O lower O
did prices for your products/ projects: O rise O stay the same [ fall O
did prices for your inputs/ building materials: O rise O stay the same [ fall O
did wage level: O rise O stay the same [ fall O
did your inventories (If applicable): O rise O stay the same [ fall O
was your capacity utilization: O approaching full capacity 3 normal O below 0O
did your employment: O rise O stay the same [ fall O
did your investment: O rise O stay the same [ fall O

2. What is your sales/ Size of activity in Egyptian pounds duringThe year before this survey peried
This survey period

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

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

If yes, please rank on a scale from 0 to 4 the following constraints to your production process, where 0 indicates @adrttzaconétr
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 o
your sales/ size of activity in the domestic market toX rise O stay the same O fall _
your sales/ size of activity in international markets t@3 rise O stay the same O fall .
prices for your products/ projects to: O rise O stay the same O fall o
prices for your inputs/ building materials O rise O stay the same O fall o
wage level to: O rise O stay the same O fall -

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

O increase capital investment [ maintain it O %
7. In the next six months, do you expect:Your inventoryto: O increase [ stay the same [ decrease

Productive capacity utilizatioto: [ 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 made great effort to provide adequate infrastructure. This led to

a significant increase in the construction sector’s share in
Because of the lack of timely real-side data on the EgyptigBonomic activity from 4.94 percent of GDP in FY 89/1990 to 6
economy, ECES created and conducted a bi-annual surygycentin FY 98/1999. Furthermore, the sector absorbs virtually
targeted to cover the most important sectors affecting econorgitbercem of total employment in the Egyptian economy. The
activity. Aside from providing useful information on businesgector's investment is rapidly expanding, with the private sector

sector views about past performance, it casts light on thgifyiementing over 80 percent of such investment.
expectations for future production, prices, employment, and

investment. The survey is based on two samples of the largEa¢ Sample was chosen to encompass different specializations

firms in the manufacturing (165 firms) and the construction (ﬁ'd count for the major part of employment in this sector.
Employment 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 H Survey elicits responses from these two selected samples on
g-current levels of activity in terms of production, sales in the

estic and international markets, inventories, the level of

firms) sectors, conducted biannually in June and December.

following classifications of the Ministry of Planning: foo

beverages and tobacco; spinning and weaving; ready—méid)én
clothes; cork, wood and furniture; paper and its products: printir@pac'ty utilization, the prices of final product and inputs, as well

shoes: leather and leather products: rubber products; chemi@s1¥/ages, employment and investment. The survey also searches

and chemical-related products; non-metal mining products; bal9€ the changing nature of constraints on business, as well as

metal products; and transportation equipment. Based on th88§essment 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 lafge

firms across different sub-sectors on the basis of employmgntECES would like to express its deep appreciation to gll
gEompanies 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|o@omments or suggestions for further improvement.

several observations. First, it was noticed that the government

Using this approach, the total number of companies reached 1
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Chart 4: Survey Results: Chart 5: Survey Results: Investment and Employment
Expectations for July - December 2001 Evaluation: Jan. - June 2001; Expectations: July - Dec. 2001
100% L 100% .
80% - 80% L L
60% =~ 60% -
40% ~ 40%
20% 20%
0% 0%
Final product prices Input prices Wage bill Evaluations Expectations Evaluations Expectations
Investment Employ ment
Sticky wages No noticeable change in employment

Wages declined very modestly in the first half of 2001 comparddhe majority of surveyed firms maintained or marginally reduced
to the previous six months, due in large measure to the downwardployment in the first half of 2001. With respect to the coming 6
rigidity of wages in general. However, for the second half of thaonths, only 8 percent of the firms plan to hire more labor. Firms
year, most firms expect wages to remain stable. in the food, chemicals and beverages and tobacco industries, on

] o the other hand, plan to reduce employment. These results are
All manufacturing sub-sectors reported a decline in wages exceBt . . .
consistent with planned investment.

for wood, cork and furniture, chemicals and ready-made clothes

industries. Also, except for printing, chemicals, basic metals am

non-metal products, all manufacturing sub-sectors expect a dec

in wages. Domest_ic demand replaces access to credit as the most severe
constraint

Investment and Employment In the previous survey_, acce_ss to credit ranked the severest constraint
for both public and private firms, followed by market demand and

No change in actual or planned investment lack of capital. Both the manufacturing and the construction sectors
Alarge proportion of the firms surveyed (73 percent) indicate thatred this view.

the investment levels in the first half of 2001 remained unchanged
compared with those of the previous period. Firms, which investé the current survey, both public and private firms cited market

less than before, were in the transport, basic metal products Segand as the severest constraint followed by lack of capital, access
ready-made garments sub-sectors. to imports and skilled workforce, respectively. Once again, this

viewpoint is shared by both manufacturing and construction firms.
For the remainder of 2001, firms do not plan to increase capital

expenditure in ways different from past trends. These views reflect
current economic conditions and uncertainty about the future.




Business Barometer

Higher international sales accompanied by lower domestic  Having drawn down inventory, 89 percent of the firms in the sample

sales plan to modestly increase capacity utilization or keep it constant in

The majority of firms (78 percent) reported the same or hlght le second half of 2001. The notable exception to this trend is related

levels of international sales in the first six months of 2001 comparecl . .

} . ] ) ) t0 the food, non-metal products and ready-made garment industries.
with the previous six months. This trend is supported by data, which
show an increase in total and non-petroleum exports (see Tabl
On the other hand, most of the respondents (78 percent) repor

drop or stagnation in domestic sales due to weak local demangl.
100%

More specifically, respondents at the sub-sectoral level reporting 80%- L L L -
higher international sales are in the chemical and chemical prodycts,s0%-
leather, basic metal products and non-metal products sub-secfors#°%-
Firms exhibiting lower domestic sales belong primarily to the fopd 2°%7
0%

and spinning and weaving industries.

1).
red hart 3: Survey Results: Inventory and Capacity Utilization
valuations: Jan. - June 2001; Expectations: July - Dec. 2001

Evaluations Expectations Evaluations Expectations

As for the second half of 2001, 96 percent of firms expect higher Inventory Capacity Utilization
or similar levels of international sales compared with the first half

of the year. In contrast, 58 percent of the firms expect domey .
Y _ P _ xpect Prices and Wages
sales to decline or remain the same in the coming Six mont#ss

compared with 47 percent in the previous period. Stable or falling final product prices

Consistent with the slowdown of economic activity, the majority
Chart 2: Survey Results: of respondents (89 percent) reported stable or modestly falling final
Expectations for July - December, 2001 . . . .
100% _ product prices during the first half of 2001 compared with the
el 1L L L previous period.
60% Looking to the future, 86 percent of the surveyed firms expect final
40% - product prices to continue falling or to remain the same in the
20% coming six months. The exceptions to this trend were firms
0% operating in the food, chemicals and chemical products and spinning
Economic  Production  Domestic  Internafional and weaving industries, which expect higher prices.

Declining input prices

Unchanged level of inventory and declining capacity utilization The effect of the devaluation of the pound seems to have been more
According to the survey results, the level of inventory in the firtan offset by the decline in domestic prices of inputs. The survey
half of 2001 remained the same as that of the previous period. femults show that only 44 percent of the firms in the sample reported
the remainder of the year, 90 percent of firms plan to maintain thigher input prices during the first 6 months of the year against 59
same level of inventory or less than in the current period. Thercent in the previous period. Only firms in the leather, rubber
manufacturing sub-sectors that are most vocal about such plareducts and non-metal mining products sub-sectors reported
include the food, woodwork and furniture, leather and spinnimgherwise.

and weaving sub-sectors. . ] o ] ]
For the coming six months, the majority of firms continue to expect

In terms of capacity utilization during the first half of 2001, moshput prices to fall. In fact, the ratio of the firms expecting higher
firms (78 percent) kept it at previous levels or less. Thaput prices decreased from 52 percent in the first half of 2001 to
manufacturing firms recording the greatest decline in the level4# percent in the coming six months. Firms in the food, leather,
capacity utilization are in the spinning and weaving, shoes, transphsport and beverages and tobacco sub-sectors expect input prices
and basic-metal products sub-sectors. to go up.
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The Level of Economic Activity important to keep the fiscal deficit in check, speed up the

privatization of significant assets, take bold actions to improve the

Low growth with no expectation of recovery in sight . . . . .
o ) ) financial sector, promote exports by reducing the anti export bias,
Similar to the Business Barometer covering the second half of 2000, L . ) .
. ) .. and pass new legislation with respect to key issues like labor.
the majority of respondents believe that the economy is still on a

downward trend. Almost 91 percent of the firms surveyed this time : .
, i . Table 1. Selected Economic Indicators
describe the rate of economic growth as stagnant or declinipg

compared to 88 percent in the last six months of 2000. Also, fHeconomic Indicators Monthly ~ Monthly Percentgge
number of firms holding this view is greater in the manufacturing i‘:’leg‘gs J,Z\:]eraAg; Change
sector (93 percent) than firms in the construction sector (82 percgnt). 2'000 ' 2601
. . . . . | Industrial Utilization of
This assessment is consistent with the trend in a number of ObJeCt'Eﬁctricity 2101 1958 7
indicators (shown in Table 1). Relative to the last half of 2000¢Thousands of MWH)
these indicators show that the monthly averages of industfi&onsumption of Cement 2274 2092 -8
ilizati fel icity. th i0of d . di ld .| (Thousands of tons)
utilization of electricity, the ratio of domestic credit to total deposit] Exports (USS million) = 01 G
the ratio of market capitalization to GDP, and imports of bofh Non Petroleum Exports 370 379 2.4
intermediate and capital goods have all declined. In addition, fH@worts (US $ million) of which 1443 1373 -4.8
number of newly established companies has decreased, whilg thelmemIecjiate Goods 362 314 13
Y .p - Capital Goods 340 277 -19
total cases of bankruptcy have increased. Not surprisingly, {"€overnment Expenditures
government has revised official GDP figures downward, from 6.%LE million) 6271 6984 1
percent to 5.1 percent for the fiscal year 1999/2000, and to pRyScount Rate (%) 12 11% 33
. . Domestic Credit/ Total Deposjts
percent for the fiscal year 2000/01. Several observers estimate Gla:lgrcem) 958 88 8
figures during the same period at no more than 4 percent. Market Capitalization/GDP
(percent) 35 32 -8.6
To activate the economy, the government has recently followeidermes Index 7852 6594 -16
somewhat expansionary fiscal and monetary policies (e.g., larg&?t@ Number of New
: . Companies 247 233 -6
government expenditure and lower discount rates). However, thesg,.| cases of Bankruptcy 42 70 67

policies do not seem to have changed expectations. The majofity . quarter of 2000/2001.
of the surveyed firms continue to expect stagnant or declininganuary through June.
. . - urces:Central Bank of Egyptylonthly Statistical BulletinJune 2001.
economic growth in the second half of 2001. One pos&b?é’ Ministry of Economy and Foreign Traklenthly Economic
explanation for this gap is that the measures taken by the government Digestjuly 2001.
up to the point of conducting the survey were insufficient to alter
expectations. Another complementary explanation is that théfagnation of production with no plans for expansion
measures typically have their full impact with a time lag. The survey results show that 74 percent of the firms in the sample
reported that their production in the first six months of 2001 was

Whatever the interpretation may be, the pessimism felt by firm%% same or less than it was in the previous period. Within the
reflected in their own plans for the coming 6 months, as eI"jlbor"j'f;ﬁgnufacturing sector, the firms that reported lower levels of

below. The only bright spot is their view of international Saleﬁroduction were primarily in the food, spinning and weaving and
which they expect to pick up relative to the previous period. basic metal products sub-sectors

Given the above _picturg, there is _a strong case for taking furt(}\ﬁ{h respect to the second half of 2001, a little more than half of
measures to regain business confidence. The best course of aglion ms surveyed (52 percent) plan to keep their production at the

seems to be a more active monetary policy (involving lower inter@aﬁ"ne level or lower than before. The most pessimistic firms are in
rate and greater credit), given the low level of inflation, eXCe8% \wood and furniture. shoes and rubber industries
capacity and greater exchange rate flexibility. In parallel, it is




Business Barometer

Overview

This edition of the Business Barometer reflects the views of the

business sector in manufacturing and construction about the g

of economic activity during the first half of 2001 as well as thei

expectations for the second half of the year. In a nutshell,

majority of respondents believe that the economy continued|i

downward trend in the first six months of the year. Furthermo
they do not expect a turnaround in the coming six months. T|
negative perception could mean that the fiscal and monet
measures undertaken recently by the government have not I
sufficient to improve expectations. It could further be the result
the time lag inherent in fiscal and monetary measures. Either w
the message for policymakers is that the business sector is
following a policy of “wait and see” with respect to productior
investment and employment.

This broad sentiment about the economy is not different from {
business sector’s response to questions about their operationg
plans for the future. Indeed, their perception of the economy nj
have been colored by their own experience, as the majority of th
reported stagnant or declining domestic sales, prices, wag
employment, inventory, capacity utilization and investment durif
the first six months of 2001. They do not generally anticipate
reversal of this trend in the second half of the year. The only posit
sign is an increase in international sales, which may be attriby
to exchange rate devaluation and weak domestic demand.

Looking ahead, the recent devaluation of the Egyptian pound ver
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the US dollar (which occurred after the survey was conducted) and

the widening of the band of the exchange rate regime are expe
to ease the liquidity problem and make exports more competiti
Provided that the government also keeps the fiscal deficit in che
signs of recovery could soon be observed. For the recovery td
sustainable, however, further actions are needed to speed uf
privatization program, improve the efficiency of the financial sectg
and increase openness through further trade liberalization.

The remainder of this issue of the Business Barometer elabor
on these main conclusions under four headings: the level
economic activity (overall growth, production, inventory, an
capacity utilization), prices and wages, investment and employmg¢
and constraints.
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Chart 1: Trends in Business Survey Indicators,
1999-2001 (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 Barometeiin 1998. The periodical reported the results of a bi-annual survey of 165 firms fully drawn from the
industrial sector. However, to improve the depth of the report, the survey was further expanded in the July 2000 isdee to incl
35 firms from the construction sector. This step thus converted the fioaostrial Barometemto today’sBusiness Barometer
Detailed information about the sample can be found in the ‘Methodology’ section of the publication.

This edition of theBusiness Barometeeports the results of a stratified sample of 200 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 2001. It also summarizes their expectations for overall
future economic performance as well as their individual plans for the last six months of 2001.

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
Nabil Hashad, Consultant

Rawia Mokhtar, Economist
Noha Sherif, Research Analyst

Yasser Selim 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 tleis objectiv
ECES conducts applied policy research and disseminates its findings through a select series of publications, lectuiess,conferen

and roundtable discussions.

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