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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. 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 210 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 2005. It also summarizes their expectations for overall
future economic performance as well as their individual plans for the last six months of 2005.

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 and Director of Research
Nihal El-Megharbel, Senior Economist
Amal Refaat, Economist

Sarah Broberg, Editor
Yasser Selim, Managing Editor

Survey conducted by: Layout & Production:
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Overview

This edition of the Business Barometer reflects
the views of a sample of 210 large firms from the
manufacturing, construction, and tourism sectors
regarding their perception of overall economic
performance, as well as their assessment of own
activities during the first six months of 2005, and
expectations for the second half of the year.! With
respect to the past six months, more firms compared to
the previous survey had favorable views of economic
growth. Regarding own activities, they reported
higher investment and lower input and final product
prices. However, the majority of firms in the sample
experienced lower growth in production, domestic
and international sales, and employment in this survey
than in the previous one (Figure 1). As in the previous
survey, the most favorable responses came from the
manufacturing sector.

For the second half of 2005 most firms are optimistic
about the performance of the economy as a whole, as
well as their own activities. Compared to the previous
survey, more firms expect higher economic growth,
and an increase in their production, domestic and
international sales, investment, and employment.
They also anticipate further decline in prices and
slight increase in wages. The most optimistic views
were reported by manufacturing firms.

Favorable opinions regarding economic growth
probably reflect respondents’ positive views of
Nazif’s government, especially in light of the new
income tax law and trade liberalization. The fact that
the assessment of their own activities is less favorable
compared to the past six months could be the product
of several factors, including government absorption
of most available credit, exchange rate appreciation,
and possibly, sluggish domestic demand. Turning
to expectations for the second half of the year,
their optimism could be attributed to hopes that the
current momentum of what is now referred to as “the
third generation of economic reform” will intensify
following the presidential election in September.

! This survey was conducted before the terrorist bombings that took
place in Sharm El-Sheikh on July 23.

Figure 1. Trends in Business Survey Indicators
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The remainder of this edition of the Business Barometer
elaborates on the main findings of the survey under
four 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 is increasing and expectations are
higher

The majority of respondents (75 percent) reported
higher or stable economic growth during the first six
months of 2005 compared to the previous six months.
More firms (87 percent) expect economic growth to
improve or to remain the same during the second half
of the year. These views are consistent with official
government statistics. According to the Ministry of
Planning, real GDP growth rate was 5.2 percent in the
third quarter of 2004/05, compared to 4 percent in the
corresponding quarter of 2003/04. The government
expects real GDP growth rate to be close to 5 percent
for the full year.

Figure 2. Distribution of New Credit by Sector
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To speed economic recovery, however, it is important
to address a number of short-to-medium run concerns.
In the short run, it is necessary to make more credit
available to the private sector since most credit has
gone to the government in recent years (Figure 2).
Another concern is exchange rate competitiveness
especially that the nominal rate has remained fairly
constant in recent months despite large inflation

differentials between Egypt and its major trading
partners. Absent action in this respect, the surge in
non-petroleum exports may be dampened (Figure 3).
A third concern is related to the growing fiscal deficit,
which has increasingly absorbed a large chunk of
domestic savings.

Figure 3. Exports, Tourism, and Suez Canal Receipts
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Note: Q1: July-September; Q2: October-December; Q3: January-March;
Q4: April-June.

In the medium run, achieving sustainable economic
growth will require completing the structural reform
agenda, which involves further reform of the financial
sector. It also entails accelerating the privatization
process and removing the most binding institutional
constraints, especially those related to exit policy and
conflict resolution. For economic growth to benefit
all actors in society, the reform agenda should also
involve bold initiatives in the social sectors (education
and health) as well as the formalization of the large
extralegal sector.

Firms reduced production but expect expansion in
the future

Although the majority of respondents (75 percent)
reported higher or stable production levels during
the first six months of 2005, more firms in the current
survey reported lower production than in the previous
survey, with the sharpest decline reported by the
tourism sector. With respect to manufacturing, the
largest reduction was reported by firms in the ready-
made garments sub-sector. Production levels of
construction firms remained mostly unchanged.

The majority of firms (95 percent) plan to increase
or maintain the current level of production during
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the second half of 2005. These positive expectations
apply to all sectors, especially tourism where all firms
plan to increase production. In the manufacturing
sector, firms in wood, printing, and rubber sub-sectors
expect 100 percent increase in production.

Figure 4. Growth, Production, Domestic & International Sales
Expectations®: July - December 2005
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Domestic and international sales declined but
expectations are favorable

While the majority of respondents (74 percent)
reported higher or stable domestic sales during the
first half of the year, more firms reported lower
domestic sales in the current survey than in the
previous one. Tourism firms reported the sharpest
decline, followed by manufacturing firms, especially
those working in the ready-made garments, paper, and
leather sub-sectors. Domestic sales by construction
firms remained unchanged. As for exports, most firms
(77 percent) reported higher or stable international
sales, with more firms reporting lower sales compared
to the previous survey.

With respect to the next six months, more than 90
percent of firms expect higher or stable domestic
and international sales. Tourism firms expect the
largest increase, followed by manufacturing firms.
Construction firms expect higher domestic sales but
lower international sales. Firms in the beverages and
tobacco, and ready-made garments sub-sectors expect
lower domestic sales, while those working in paper,
basic metals, and plastic anticipate lower international
sales.

Firms slightly reduced inventory and capacity
utilization

The majority of firms (71 percent) modestly reduced
or maintained the level of inventory during the first six
months of 2005. Regarding capacity utilization, the
majority of respondents (75 percent) reported higher
or similar levels.

Figure 5. Inventory and Capacity Utilization
Evaluation: January - June 2005
Expectations: July - December 2005
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For the second half of 2005, most firms (85 percent)
plan to maintain the same level of inventory or draw
it down. Moreover, 97 percent of respondents expect
to increase or maintain the same level of capacity
utilization. The aim is to meet the expected increase in
domestic and international sales.

Prices and Wages

Prices declined and are expected to decline further

Although the majority of firms (83 percent) reported
higher or stable final product prices during the first
six months of 2005, more firms reported lower prices
compared to the previous survey. The same observation
applies to input prices. This can be explained by the
recent appreciation of the Egyptian pound and the
greater availability of foreign exchange. The sharpest
decline in final product prices was reported by
manufacturing firms. Tourism firms reported higher
final product and input prices, while firms in the
construction sector reported stable final product prices
but lower input prices.
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As for the next six months, while respondents expect
input and final product prices to either increase or stay
the same, more firms anticipate lower prices in this
survey than in the previous one. Manufacturing firms
expect the largest decline, followed by tourism and
construction firms.

Figure 6. Prices and Wages
Expectations: July - December 2005
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Firms slightly increased wages and plan to do the
same in the future

The majority of firms (95 percent) reported higher
or stable nominal wages during the first six months
of 2005. Regarding expectations, 99 percent of firms
plan to increase or maintain wages in the next six
months.

Investment and Employment

Investment increased moderately while employment
declined sharply

The majority of firms (90 percent) reported higher or
stable levels of investment during the first six months
of 2005. Tourism firms reported the highest level of
investment, followed by manufacturing firms, while
construction firms reported a sharp decline. As for
expectations, all respondents plan to increase or at
least maintain the same level of investment.

As for employment, the majority of firms (83 percent)
reported lower or stable levels during the first half of
2005. Compared to the previous survey, construction
firms reported the sharpest decline, followed by
tourism and manufacturing firms. For the next six
months, most firms (85 percent) plan to modestly
increase or maintain their level of employment.

Only firms in the food and shoes sub-sectors expect a
reduction in their workforce.

Figure 7. Investment and Employment
Evaluation: January - June 2005
Expectations: July - December 2005
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Access to finance and limited demand are the most
severe constraints

In the previous survey, constraints were ranked in the
following descending order according to their severity:
access to finance, followed by access to imports,
limited demand and lack of skilled workforce. In the
current survey, the order changed to: access to finance,
limited demand, access to imports, and lack of skilled
workforce.
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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 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’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 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 2005)

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 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 .
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

3. In the last six months, did the economy grow: O faster [ atthesamerate [ slower

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

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.

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 _
your sales / size of activity in the domestic market to: [ rise [ stay the same O fall _
your sales / size of activity in international markets to: [ rise [ 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 _

6. In the next six months, are you planning to: [ increase your work force [0 maintainit O decreaseit O %
O increase capital investment 00 maintainit O %

7. In the next six months, do you expect: Your inventory to: O increase O stay thesame O decrease
Productive capacity utilization to: O 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
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