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The Egypmian Center por Econoanc Studies

Business Barometer

(Biannual Survey: July 2002)

Enterprise name:
Nature of Activity:

Respondent Name:

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 staythe same 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 staythe same 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 no

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

4. Is your production currently constrained: O vyes

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):

5. In the next six months, do you expect: %0
your production / size of activity to: O rise O stay the same O fall _
your sales / size of activity in the domestic market to: O rise O stay the same O fall _
your sales / size of activity in international markets to: [0 rise O 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 _

O decreaseit O %
O %

6. In the next six months, are you planning to: [ increase your work force [0 maintain it
O increase capital investment [0 maintain it

increase [
increase [

stay the same [ decrease
stay the same [ decrease

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

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

10
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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 GDPin 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.







‘uonezinn Ajoeded mo[aq = romo] cuoneziin Aoedes [ewou = swreg Kjoedes [y Suryoroidde = 1oySIH
. Jomol,, Sunesrpur syuopuodsar Jo oejuedrad oy snurw  Joy3iy,, Sunesrpur syuopuodsar Jo oFejuadiad oy syuesaidor aouereq N,
‘sasuodsai [e103 Jo Juadiad juasardar sroquuny

0c 0 08 0C| 0s- 09 0¢ OI e~ oy IS 6 0 ve IS I L~ 6l 8 T |€ Ss¢ ¥ T |O0I- <CC 99 T | v 9¢ TS T juowodwgy

€1 €1 €9 ST | SL~ SL ST O LE 0 €9 LE L~ 0 8y TC 9¢ 0 ¥9 9¢ 9 81 85 T S€ I 9 9¢ I Tt §S§ ¢C JUSUWISIAUL

snduy

0c 0 08 0C 0 0oe  Oor 0¢ (14 9 oy vS LE 9 IS e | T& T vb VS 194 ¥ ev Ly | 0§ ¢ Sv TS 6€ 9 6y  S¥ [9A9] 9T

LS 0 & LS 98 0 v¥I 98 €8 € 1T 98 LL € LI 08 €L I s¢ ¥L | <8 € SC 88 L I € <L €8 ¢ I 98 sooud ynduy

0 OI 0 09| OI- 0¢ 0SS O0O¢ 8T Ic Iy 8¢ 9- LT TS 1T 0€ LSS LE €SI Sv O | 8C 0l ¢s 8¢ 8T 81 9t 9¢ |seoudonpoid [eurg

SLIJ

cuonezinn

SL 0 ¢ SL| Oy~ 09 0C O0OC 14 6 €e 8§ € 6T 9% 9T 6 ¢ LV IS € 9 IS €T 0s € b €S S 8 oF €T Kyroeded jo 1oaa]

0 ST 0s SC 0 0 00I O 9¢- 9¢ 9 O 6 W6 8 0| 8 o6¢ 05 Il | ¥e- ¢ 8¢ 6l | L&- 8¢ IS Il | 6 9% LE LI Aroyuaaug

9¢ 0 vy 95 | L9~ 8L 11 II 98 0 ¥l 98 8¢ €¢I 8¢ 0S 8 0l c¢ 8¢ 14 € 0¢€ L€ (4 8 ¢ 09 I ¢S¢ 6C 9¢ S9[es [euoneuIu]

L9 0 €€ L9 9§~ 9 ¥ 0 6Cc 81 S¢ L¥ | ¥T- T et 8l 6 Ol Iv o S Lc 1y e 8¢ 11 oF  ob €& 1€ Iv  8C S9[es dnsawoq

09 0 oy 09| O 09 0C O0OC oy i I ¥S | 0T~ ¢ Pve €T w6 or IS 8 yo ey ¢ w 0l 8¢ ¢S I 6c 1I¥ 0¢ uononpold

mdynQ

0 O0c 09 0| o00r- ool O O € L1 ¢ OV | 6v- 09 6C I 0c v¥I ¢ ve | Is- €9 ST Tl 61 SI IS ve | €S- ¥9 SC [T | ysols drurouody

Qoue[eg 1m0 dwes IUSIH | ouepeg 1m0 owes IUSIH | Qoueeg om0 owes IUSIH | ouepeg 1m0  owes  JySi | oueeg 1m0 owes  IUSIH | ouepeg 1m0 owes  IUSIH | ouepeg om0 owes  1yS | ouepeg om0  owes  IySIH
PN PN PN PN PN PN PN PN
200T 20 — L[ 200¢ 2unf — "uef 200z 90 — AInf 00¢ 2unf — "uef 200z 00 — AInf 00¢ 2unf — "uef 200z 00 — AInf 00¢ 2unf — "uef
suone}dxy uonen[eAy suonedxy uonen[eAy suonedxy uonen[eAy suonedxy uoneneAy
J0399§ WISLINO], J0393S U0I)INIISU0)) J10399§ SuLIN)IBJNUBIA J0)I9S ssauisng Joyedipuy

Suone)dIdxy] pue uonen[eAy WSLINOJ, PUe UoNINISU0)) ‘SurInjoejnuey ‘ssaursng Jo Arewruung :s)nsay A3AIng g dqe],




SIqE[IBAY JON™ +

‘uonezinn Aroedes mofaq = 1m0 ‘uonezimn Aioedes fewou = sweg tAoedes [ny Suryorordde = 1oySiy
Tamo,, Suneorpur syuspuodsal jo oFejuaoiad ayy snutw  1oy31y,, Sunesipur sjuapuodsal Jo a3eiussrad oy syussardar ouefeq 19N, ;
*200T "9 - Anf suoneioadxe pue gz aunf - ‘uef UOHEN[EAD 10J PIPN[OUT dIE BIEP 101008 WISLINO], '7OOT dunf - “uef suoneloadxo pue 6661 10queda - A[nf uonenjead 10j pajuasaidor are eiep 10309s SuLimoenuew A[uQ sosuodsar 210 Jo Juaodrad juasardar sroquny ,

or- ¢¢ 99 < | 9= 1¢ S9 S 9¢- £ 8¢ 8 6I- LC SS9 8 <I- 8L 9L 9 S L 18 Tl JuswAordwg
s$€ I ¥9 9| 0 6L T¢| € 0O LL €| T O 8 TC| O O 06 O | I 0 68 II JuaUnSIAUT
synduy
0s T Sy TS| € S LS S| €& v 6y Ly | W € 05 Ly | S9 T 1€ L9 | € I SE 9 19A9] 9BeA
vL 1 €T SL| 19 ¥ 1€ S9 | S€ L IS W | 9% 9 Tw TS| L 6 SL 91 | 91 1 T8 LI soopd snduy
8 Ol ¢S 8| LI TL 09 6| O € vL €| I 11 L9 TT| S 6 LL YL | 9 S 8 11 sooud 1onpoid feury
SLIJ
0s ¢ vwooo€S | LI (3] I 5 S 4 ) 6¢ 11 6 OF (43 8 [4 4 o o peUONEZIIN A)10edeo JO (oA
LT~ 8¢ I¢ I1 | SI- ¢€ o6F 8I ve- ve 9¢ 01 @ 0e 9 8 o o yArouaauy
¢ 8 e 09 | €I €¢Iy 9¢ 6¢ 14 €S & S€ 6 Ly v | 8C vy v9 ¢ LY vy Sy IS S[es [euonelIU]
8¢ 11 or ov L 9¢ Iy €€ € o6l o6t ¥ v <71 G6¢ €5 | 9§ 9 T¢ 09 19 S 6 9 S[ES dnsawoq
(4 20! 8¢ TS | 91 1c e LE 1€ LI ge 8% 6¢ IT 6 0S5 | Ly 9 Iy €S €S vy 6t LS uononpold
mdinQ
61 SI IS ¥E | € Ts o¢ 6l | 9 LE TE 1€ | ST T¢ Iy LE | T 61 OS 1€ [ vb 1 ¥S S W03 ot
Qoue[eq IomM0 OweS IYSIH | Aour[eg IOMO] JweS IUSIH | Qoue[eqg 1m0 dwes IYSIH |Aoue[eg I1omo oweS IYSIH [Qoue[eg Iom0] OweS IYSIH |Qoueeg Iomo] owes JoySiH
BN PN PN PN PN BN
T00T "3 - Anf 200¢ dunf — ‘uef 1002 "9 — A 100C dunf —‘uef 000 37 — Amnf 0002 dunf — ‘uef Jojedipuy
ﬁmﬂcmaﬂauoﬂxm— J0399§ ssauisng Jo %n&EE:@ :SINSIY %®>.~=m ‘b 9lqe],
ve- 9¢ ¢S Tl | se- O ¢S S ve- Iy ¢S L (4 SV A4 8 o o puswkojduwg
! [ T ¢ 9l oL vl L (011 €L Ll L or €L LI o o HUUISIAUL
sinduy
6¢ 9 6v St | Sb 9 w16 9¢ 9 ¢ | Sy L Iv TS| €L € I 9L | 9L I C LL 19A3] 95ep
€8 € Ir 98| €9 ¢ 8C 89 9¢ 8 8 vvr | TS L ¥e 6S | 6L OI 19 6C | 01 ¥ 78 VI seoxd andug
8T 81 9% 9¢ [ (¢ ¢¢ ¢ SI-  9¢C €9 11 9- 9¢ ¥¢ 0C S- 1c €9 91 L- T S8 ¥ seoud jonpod eurg
SLIJ
s 8¢ 6y €| 6l ve IS SI | €I- S€ ey T | S 9T € Iz | T LI ¥9 61 | IT- 1€ 65 OI |suonezmn Aioeded jopaa
6T- 9y L€ LI | YT 6€ €y 81 | M- LT LS 9L | M- ST 19 ¥l | I~ ¥T € €| 8 Il 0L 6l Kaopanu jo o715
IS¢ 6T 96| 0 9¢ LT 9¢| O € ¥ €| T- 6T v¢ LT| € 61 65 TC| 6 SI IS FE Sa[es [euonEIau]
€ I¢ Iy 8T| 9 8 6T TC| 0T € vE €| 6I- vy 1€ ST | L ST € TE| vT SI 9 6€ so[es onsowioq
! 6c Iy 0¢| €I~ Oy €€ LT 0r- o9¢ 8¢ 9C | TI- 9¢ Oy ¥C L 1< 1¢ 8¢ 1€ 6 1§ op uonanpold
mdinQ
€~ ¥9  ¢C I | 09- 89 ¥C 8 LS- 99 ¢ 6 8- 06 8¢ I | €~ €€ LS 01 €€ 8 s Iy 34013 d{wou0dy
Qour[eg 19M0T  dweS  IUSIH| QoUB[eq 19M0T  QWERS IYSIH | QoUB[Rg JOMOT  QWeS JIUSIH| Mouk[eg I1OMOT QweS IYSIH |Aoue[eg 10MOTT  QWES IYSIH | Aoue[eg 10mM0] QweS JIoySiH
PN PN PN PN BN PN
2007 dunf — ‘uef 100T *22@ — Amf 100¢ dunf —‘uef 0007 *3d — Amf 0002 dunf — ‘uef 6661 "2 — Amnf J0jedipuy

[UoneNn[eA7] 10339 ssauisng jo AIewuing :s)nsay £3AIng °¢ dqey,




July 2002

sample reported that inventory either went down or remained
the same. In contrast, capacity utilization has not changed

significantly, and if anything went down marginally.

For the second half of 2002, 38 percent of the firms plan to
meet their expectations of increased sales by drawing down
inventory even further. However, as much as 53 percent of
the firms in the sample plan to increase capacity utilization.
These expectations particularly hold for firms in tourism, and
to a lesser degree in construction and manufacturing sectors.
Exceptions to these trends are firms in the shoes, printing,

and paper sub-sectors.

Chart 3: Survey Results:
Inventory and Capacity Utilitzation
Evaluation: Jan. - June 2002, Expectations: July - Dec. 2002
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Prices and Wages

Higher prices for final products

Capacity Utilitzation

The majority of respondents (82 percent) reported stable
or increased final product prices during the first six months
of 2002. Firms that reported a decline in the price of their
final products operate mainly in the tourism and construction
sectors. All manufacturing sub-sectors reported higher or stable
prices for their final products, with the exception of beverages
and tobacco, clothes, and shoes.

Most of the firms (90 percent) expect final product prices
to remain constant or increase during the next six months.
The sharpest expected increase is reported by firms in the
tourism sector.

Increasing input prices

Almost all firms in the sample (97 percent) reported higher or
stable input prices during the first half of 2002, with a similar
percentage of respondents (98 percent) expecting input

prices to rise or remain the same in the next six months. No
single sub-sector reported otherwise. Both the devaluation
of the pound and increased economic activity account for
this trend.

Chart 4: Survey Results:
Expectations for July - Dec. 2002
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Stable wages with improved expectations

About 50 percent of the sampled firms reported an increase in
their wage bill in the first half of 2002. But this ratio is much
lower than the corresponding ratio of 77 percent reported
during the second half of 1999 when the economy was more
buoyant. The expectations for the second half of 2002 are
better than those for the previous six months, with the ratio
of firms expecting higher wages going up from 38 percent
to 52 percent.

Investment and Employment

Maodest increase in investment

Although the majority of firms (55 percent) reported no change
in investment in the first half of 2002, a larger number of firms
(23 percent) indicated an increase in investment compared
with only 14 percent in the previous six months. Increased
investment was essentially even across the manufacturing
and construction sectors, while the tourism sector reported
the lowest level of investment. Manufacturing firms that
increased investment come from the shoes, printing, and

food sub-sectors.

As for the remainder of 2002, a lower percentage of the firms
in the sample (64), compared to the first half of 2002 (79), plan
to keep investment levels unchanged. At the same time, 36
percent of the firms plan to increase investment in the coming
six months compared to 22 percent in the first half of the

4



year. Most planned investment is in the manufacturing and
construction sectors, with much less investment planned

for tourism.

Chart 5: Survey Results:
Investment and Employment
Evaluation: Jan. - June 2002, Expectations: July - Dec. 2002
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Stagnant employment

Although the firms surveyed since July 2000 have consistently
reported a decrease in employment, fewer firms in the current
survey reported constant or lower employment in the first
half of 2002 (88 percent) compared to the previous survey
(95 percent). Firms in the tourism sector reported the highest
decline in employment.

The expectations for the remainder of 2002 are very different
from those of the first half of the year. Only 12 percent of
respondents are planning to hire more labor, and those are
concentrated in the tourism sector. Otherwise, firms in the
construction sector and to a lesser extent in manufacturing, are
planning to reduce employment during the next six months.
There are exceptions within the manufacturing sector, as firms
operating in the paper, clothes, non-metal, and food sub-sectors

plan to increase employment.

Access to credit and imports are the most severe
constraints

In the previous survey, constraints were ranked in the following
order (from severe to less severe): lack of capital, market
demand, access to imports, access to credit, and lack of skilled
workforce. In the current survey, the order changed to: access
to credit, lack of skilled workforce, access to imports, and
market demand.

Business Barometer
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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

Modest improvement and rising expectations

The majority of respondents (89 percent) reported economic
growth declined or remained stagnant during the first six
months of 2002. However, a larger number of firms than in
the previous survey see improved economic activity. The
expectations for the remainder of the year are even more
positive, as only 66 percent of the firms in the sample anticipate
economic growth to remain the same or decline. The positive
expectations are more pronounced in the construction and
manufacturing sectors than in the tourism sector, possibly
because the recovery process of these two sectors came later
than that of the tourism sector.

Several indicators support the mixed views of the business
sector about the economy (Table 1). On one hand, the
number of tourist arrivals returned to its pre-September
11 level. Tourism receipts increased by 38 percent during
the period January—March 2002 compared with the period
October—December 2001. Similarly, exports went up by
a monthly average of 27 percent while imports declined
on average by 2 percent per month in the wake of the
mini-devaluations of the pound. As a result, the current account
showed a surplus during the third quarter of 2001/2002. Finally,
the 23 percent increase in government expenditures in the third
quarter of 2001/2002 must have stimulated domestic demand,
although at the risk of greater budget deficit.

On the other hand, there are indicators that the economy still
operates below its potential. Although the consumption of
cement increased by 3 percent, that of electricity fell below its
level in the corresponding period of last year. Monetary policy
has remained tight and real interest rates have been too high
to stimulate investment. Although the pressure on the pound
has subsided, there are indications that the current official
exchange rate is not at the market clearing level. Perhaps as a
reflection of all of the above, the stock market has not performed
well (measured by the Hermes Financial Index).

Chart 1b: Trends in Business Survey Indicators,
(excluding tourism sector), 2000-2002 (net balance)
(percent)
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Table 1. Selected Economic Indicators (monthly averages)

Monthly Average Percentage
Change Change
Economic Indicators Jan.-June|July-Dec. |Jan.-May Between
2001 2001 2002 | July-Dec. 2001
and
Jan.-May 2002
Industrial Utilization
of Electricity (MWH) 1,985 2,178 | 2,020 -7
Consumption of
Cement (000 tons) 2,179 2,189 2,247 3
Total Exports
(US$ million) 371 311 395! 27
Non-Petroleum Exports
(US$ million) 228 187 267! 43
Total Imports
(US$ million) 1,086 1,022 997! -2
Current Account
(US$ million) 42 -63 652 -203
Gov. Expenditures
(LE million) 8,211 7,199 | 8,819* 23
M2 (%) Growth rate 5 6.7 6! -10
Credit to private
business sector
(LE million) 161,888 | 171,219180,595! 5
Interest rate on deposits
(three months) 9.49 9.46 9.50° 0.5
Interest rate on loans
(one year) 13.59 13.01 | 13.00° 0.1
Hermes Financial Index| 6480 5495 5187° -6
# of New Companies 229 233 1843 21

Notes: ' Average Jan.-April 2002.

2 Average Jan.-March 2002.

3 Average Jan.-June 2002.
Sources: Central Bank of Egypt, Monthly Statistical Bulletin, several issues, and Ministry of Foreign Trade,
Monthly Economic Digest, several issues.

Overall, improved external conditions and the measures taken
by the government seem to have contributed to improvement in
the perception of the business sector. However, the economy
still operates far below potential and the case for accelerating
the reform process is evident.

A slight increase in production with favorable
expectations

During the first six months of 2002, virtually the same number
of firms in the sample reported an increase in production as
those that reported a decline. This is the first time in over two
years that the net balance is not negative. Equally important,
more than half of the firms in the sample (52 percent) plan
to increase their production in the remainder of the year,
especially those operating in the tourism sector.

Not all sectors fared the same way, however. While 75 percent
of manufacturing firms reported no change or an increase in
production, the corresponding percentage was much lower in
the construction sector (57 percent). Within the manufacturing
sector, some firms in the printing, leather, and chemicals
sub-sectors also reported a decline in production. As for
expectations, despite the broad favorable view, firms in the
wood, cork and furniture sub-sector expect lower production

levels.

Higher domestic sales and exports with favorable
expectations for both

On average, 69 percent of the firms in the sample reported
that domestic sales either remained the same or increased in the
first half of the year compared with the last six months of 2001.
Similarly, 65 percent of respondents reported that international
sales went up or stayed constant. The expansionary fiscal
policy and exchange rate devaluation account, at least in part,

for these developments.

For the coming six months, almost half the firms in the
sample expect domestic sales to rise, while 60 percent
expect exports to increase. Optimism is highest among
firms in the tourism sector, followed by manufacturing and
construction, respectively. The firms that expect the most
favorable international sales operate in the wood, cork
and furniture, rubber, leather, basic metals, transportation
equipment, and ready-made garments sub-sectors.

Chart 2: Survey Results:

Expectations for July - Dec. 2002
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Declining inventory and expectation of higher capacity
utilization

The majority of firms responded to increased sales by drawing
down inventory rather than by increasing capacity utilization
in the first half of the year. In fact, 83 percent of the firms in the
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Overview

This edition of Business Barometer reflects the views of
the manufacturing, construction, and, for the first time, the
tourism sectors regarding the state of economic activity during
the first half of 2002 and their expectations for the remainder
of the year. The bottom line of this survey is that, beyond
those who reported negative or no change of views, more
respondents are positive about the economy and their own
operations than they have been for over two years. While the
change in assessment is not dramatic and the majority of firms
still see no sign of recovery, on a net basis' the picture looks
favorable whether tourism is included or excluded (Charts 1a
and 1b). This view holds for the firms in the sample, as well
for the economy at large. Furthermore, it applies to production,
sales, employment and investment. Consistent with this view,
respondents to this survey reported an increase in input and
output prices in the first half of the year, coupled with the
expectation of rising prices and wages in the next half.

The beginning of a turnaround, although too premature to
ascertain, can be attributed to the recovery of tourism, increased
exports due to the devaluation of the Egyptian pound, and
expansionary fiscal policy. Monetary policy has essentially
remained tight during the period under consideration. The
pressure on the pound has become less intense, although
the demand for dollars is not being fully met at the official

exchange rate.

Left to market forces alone, the economy will eventually
recover. However, the process could take some time and
equilibrium may be restored at a low level of economic growth.
To speed up the recovery process, further actions are needed
in the short run, possibly involving active monetary policy,
greater exchange rate flexibility, and prudent fiscal policy.
In the medium run, attaining respectable rates of economic
growth cannot be achieved without attracting foreign savings,
increasing exports and improving efficiency. These objectives
require a second generation of structural reforms no less
dramatic than those adopted in the early 1990s. The key
elements of the reform program should include further opening
of the economy to reduce the bias against exports, reforming
the institutions affecting the business environment to reduce
transaction costs, and improving the education system to restore

balance between supply and demand for labor.

'Respondents indicating an improvement minus those indicating a deterioration.

Chart 1a: Trends in Business Survey Indicators,
(including tourism sector), 2000-2002 (net balance)
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