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Overview

This edition of the Business Barometer (BB) presents the
survey results of a stratified panel of 127 firms regarding
their perceptions about the performance of the Egyptian
economy and assessment of their own business for the first
quarter of FY2016/2017 (July-September) and their outlook
for the second quarter of FY2016/2017 (October-
December). Regarding outlook, the Business Barometer
Index (BBI) dropped 8 points, reflecting business concerns.

The survey results reflect the impact of exchange rate
liberalization, whether through the rise in operation costs
and the consequent impact on prices during the period, or
through the emergence of signs of a future tendency to
increase investments despite growing challenges in the short
term. This signals an alarm for the government to revisit its
economic stimulus policies, especially in light of the three
overriding concerns of businesses, namely, availability of
foreign currency, rising inflation rates, and slow growth.

On the fiscal front, Egypt’s macroeconomic transactions
with the outside world during FY2015/2016 resulted in an
overall deficit in the balance of payments amounting to
about $2.8 billion against a total surplus of $3.7 billion
during the previous fiscal year.

According to a Central Bank of Egypt (CBE) report, the
current account deficit rose to $18.7 billion in
FY2015/2016 compared to around $12.1 billion in
FY?2014/2015. The capital and financial account posted net
inflows of about $19.9 billion compared to $17.9 billion
during the same period.

The Ministry of Finance (MOF) has finalized the closing
account of FY20 15/2016, with total expenditures
amounting to LE 818 billion, and total revenues amounting
to LE 491.5 billion. Total deficit stood at LE 339.5 billion
(12.2 percent of GDP).

Egypt’s total external debt jumped by $7.7 billion (16
percent) in FY2015/2016 to $55.8 billion, compared to
$48.1 billion in 2014/2015, according to a CBE report.
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Past Performance of Businesses

The BB survey results for the previous quarter (July-
September 2016) reflected pressures exercised by the
shortage in foreign currency and the consequent decline in
the availability of raw materials and production inputs as
well as their high cost. This caused the BBI to decline to 44
points, driven mainly by the drop in the growth outlook
index to 31 points, its lowe st level in two years.

The production and domestic sales indices recorded their
lowest level during the same period, each posting 44 points,
which is a clear indication of the pressures on the production
and sales decisions due to difficulties faced by the Egyptian
economy during that time, which led to uncertainty.

Most indices recorded a similar decline due to the impact of
the above developments on the volume of exports, product
prices and on the ability of firms to set their inventories in
light of the higher exchange rate and the lack of foreign
currency liquidity, resulting in high inflation and interest
rates during the period.

Figure 2.1: Business Barometer Index

Index
70 58
6o |54 56 52 51 55 7 52 55 % 56 54
40
30
20
10
0
L O [«5) -
555353538 :%53538°3
i s <
2013 - 2012 2015 - 2014 2016
Index Figure 2.2: Economic Growth
90 79
80 65 72 71
64 62
70 | 55
60
50
40 31
30
20
10
0
[«5} [«5) —
58cs5543235582%
=35 35=5358%%5 8873
S < <
2013 - 2012 2015 - 2014 2016
Figure 2.3: Production
Index
80 70 67 67
%0 |s9 63 55 54 59 64 64 5o
60 44
50
40
30
20
10
0
L 9 o L o o o o ol B8
23 5&=2828¢ ¢k 8 35|8%
5§ €2 £ 2|58 & B8 = = = 8|3
23,232205220“
2013 - 2012 2015 - 2014 201
Figure 2.4: Domestic Sales
Index
80 69 6667
70 |58 61 o, ., 59 64 64 60
50
40
30
20
10
0
L g o 0|l & o 9 5 @ o Q| a
28 538/2 336 8 353 3|3
E = <£ 2|5 &= B =T = = Bl S
- s 8 3]> 3 O £ 5 =5 O™
S <
2013 - 2012 2015 - 2014 201




\b

Issue No. 41
Figure 2.5: International Sales Figure 2.6: Inventory *
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Source: Survey results.

* The index for inventory is inverted to indicate the negative impact of its increase on businesses. Hence, a higher inventory index indicates
lower inventory.

** The index for input prices is inverted to indicate the negative effect of the increase in input prices on businesses. Hence, a lower value of this
index indicates higher input prices.
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Business Strategy Going Forward

Firms’ outlook for the second quarter (October-December)
of FY2016/2017 reflects their concerns about declining
performance in light of the recent economic decisions and
uncertainty about the period of time the Egyptian economy
needs to achieve balance in the short term. Accordingly,
firms’ outlook for economic growth was cautious,
especially that the curre nt measures taken by the
government to stimulate the economy are still less than
those required to lift the economy from the current
slowdown. Specifically, the BB outlook index recorded 49
points, its lowest level in two years.

According to survey results, the business sector expects
lower growth rates due to declining dollar resources, high
operation costs and rising inflation. Although the economic
growth index declined to 41 points, it is still higher than its
lowest level recorded at the beginning of 2015 (31 points).
This drop in the growth outlook reflects business estimates
in the survey that production would decline due to increased
input costs and shortage in foreign currency resources, as
well as the increase in domestic prices following
liberalization of the exchange rate.

The business outlook was affected by the rise in inflation
and its impact on wages. A tendency to increase wages is
expecte d in the last quarter of the year, with the index
scoring 63 points, which is close to its highest level in two
years recorded in the first quarter of 2015.

Despite cautious survey results, the investment index saw
its highest quarterly increase in two years, scoring 51 points,
reflecting the stable outlook of businesses in the medium
and long terms. Howeve r, the index is still below its highest
level recorded in the third quarter of 2014 (56 points). This
requires the government to speed up taking further stimulus
measures, most importantly modifying the legislative
regime related to the investment climate and its procedures.

Figure 3.1: Business Barometer Index
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Figure 3.3: Production
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Index Fiaure 3.5: International Sales
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Figure 3.6: Inventory *
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Figure 3.8: Final Product Prices
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Figure 3.10: Wages
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* The index for inventory is inverted to indicate the negative impact of its increase on businesses. Hence, a higher inventory index indicates lower inventory.

** The index for input prices is inverted to indicate the negative effect of the increase in input prices on businesses. Hence, a lower value of this index
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Business Constraints

Major Constraints: Inflationary pressures, exchange rate, interest rate, and the trade
balance deficit

The Figure 4 shows the major constraints facing businesses in a descending order according to their severity from the
perspective of surveyed firms. Firms expressed their concern about inflation, especially that the depreciation of the
pound against foreign currencies and the increase in domestic fuel prices fueled business concerns, particularly SMEs,
about production costs and prices in the domestic market. The exchange and interest rates came second in conjunction
with the Central Bank’s successive steps to liberalize the exchange rate followed by raising the interest rate.

Figure 4: Major Constraints Facing the Business Sector
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Policy Expectations: Measures to curb inflation; promote growth; and take social
justice into account

In light of the higher exchange rate and increased fuel prices in the domestic market, the government needs to adopt
measures to reduce the impact thereof on inflation and the prices of production inputs, while maintaining economic
growth and taking social justice into account.

Figure 5: Policy Expectations
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Commentary on Survey Results

Despite the decline in indices, the exchange rate liberalization and the adoption of a strong economic reform program
still reflect optimism in the medium and long terms. We see signs of improved confidence in economic growth potential,
even if these signs are temporary and subject to government’s commitment to a comprehensive economic reform
program that includes stimulus policies.

However, survey results point out the need to boost external demand through measures such as export development,
attracting more investments and addressing investment climate problems in light of the current shortage in foreign
currency, which is expected to continue until the end of the first quarter of FY2016/2017. Addressing the shortage in
foreign currency liquidity is a prerequisite for achieving economic stability, especially that further inflationary pressures
may lead to more government deflationary policies.

Improving the legislative infrastructure of the Egyptian economic climate would improve economic performance,
especially if substantive measures are taken to reform the tax and industrial licensing systems; modify the investment
law and land allocation mechanisms; and issue a law to regulate and stimulate the SMEs sector.

Egypt’s economic policy is in need of urgent rebalancing. The existing risks are due to unusually low productivity
growth, which reflects negatively on possible improvements in living standards in the future. Domestic and external
debt levels are historically high, posing risks to financial stability. Further, the room for maneuver on the monetary front
is notably tight.

Hence, the Egyptian economy is no longer able to rely on the current growth model, which brought it to this crossroads.
There is an urgent need to re-balance economic policy in order to achieve stronger, more balanced and sustainable
growth. The growth model, which caused this dilemma, should be abandoned, and monetary policy should be relieved
of its longstanding burdens.

This requires substantive changes in the direction of both fiscal and monetary policies, in order for fiscal policy to cope

with the boom-bust cycles in a more systematic manner, and monetary policy to monitor those cycles in terms of overall

risk with a view to maintaining financial balance.

Appendix

Following an elaboration of the methodology used in calculating the index, this appendix will
present tables that give a numerical representation of survey results.

Methodology of the Index

The index aims at calculating a single figure for the responses of firms on each variable.

The index's equationis:

_ _I+S
100+5

x 100

where 1 is the share of firms reporting an increase and S the share of firms reporting same.

The index is designed to have a maximum of 100 when all firms report an increase,a minimum of 0 when
all firms report a decrease and a middle value of 50 when all firms report no change. Between 0 and
100, the index grows proportionally with larger shares of "increase,” and inversely with larger shares of
"decrease,” while the change in "same" is given less effect by including it in the numerator and the
denominator. A higher index thus reflects a better business climate and vice versa. It is worth noting that
the index is inverted for inventories and input prices as increases of these two variables reflect an adverse
business climate for firms. The Business Barometer Index isa simple average of the variables' indexes,
calculated once for large firms and once for SMEs, both for evaluations and expectations.
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Table 1; Survey results: Summary of business sector past performance (July-September 2016)’
Manufacturing Construction Tourism Transport Communications Financial Service Sector

Inccator Percentage Inde Percentage Inde Percentage Inde¢ Percentage Inde Percentage Inde Percentage Inde
Hgher  Same  Lower 43 Hirer Same Lower 45  Hiher Same Lower 34 Hgher Same Lower 42 Hiter Same Lower 45  Hgher Same  Lower 4
Econormic growth w 5 6 28 4 6 2aA H 0 %5 #4 ¥ 9 u e H B 0 66 B 0 ¥ 6 A
Business activity
Production 3 N 4 4o n 64 W % 2 % 2 N B ¥ H HL 0 B & B H A B 6
Domestic sakes 2 N #& 4 ¥ ¥ W4 % 2 & U0 NV B ¥ H HL 0 ¥ & B H u A N
International sales % X & 8/ 0 0 N B B N B N 0 N N B 0 0 W - 0 0 0 -
Iventory  x 2 4 L 7w & ® w0 64 2 NV H B T B W B B N H H B K%

Levelofcapaciy Utlizaion 10~ 51 39 41 20 71 1 /A ' 0 0 40 3B 0 T T | I/ S I
Prices
Final product prices o7 3 3 [ I | 1 62 % 4 0 6 64 3 0 [E I 0 0 N 70 0 59

Intermediate input prices N 8 3 0 &% B 0 3 8 14 0 38 2 0 17 00 0 0 - % 0 3B
Wage kvel ¥ 62 0 6 ¥ v 0 e B 64 0 60 4 60 0 6 6 B 0 H P 60 0 56
Primary inputs

Investment § 10 2 44 « 70 7 M 0 00 0 % 0 & 2 4 0 0 100 - 7 6 9 5%
Employment nwon v # v v 7 % 0 wW 0 N 0 W X £ 0 6 BV M N 60 0 5%

"Numbers represent percent of total responses. Higher, same and lower may not add up to 100 due to rounding.

2Equal to the simple average of the variables’ indexes. The index’s method of calculation is provided in the appendix.
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Table 2: Survey Results: Summary of Business Sector Outlook (October-December 2016)’
Manufacturing Construction Tourism Transport Communications Financial Service Sector

Indicator Percentage Inde Percentage Inde Percentage Inde Percentage Inde Percentage e Percentage Inde¢
Hher ~Same  Lower 56 Higter Same Lower 51  Hgher Same Lower 51  Hgher Same Lower 50  Hier Same Lower 45  Hgher Same  Lower 57
Economicgrowth 2219 5% ¥ % 4 ¥ & #4 ¥ 2 ¥ B 2 H ¥ B 0 & B H 9 H K

Business activity

Producton 28 % ¥ 4 9 U 7 g8 60 u o2 0w B8 B B 6 0 B 6 &5 % 18 60
Domesticsas 286 3% % 44 79 4 7 & ¥ ¥ RV N u B H B & 0 R 6 H ¥ B 6
Internationalsales 31 28 4 46 B B N M B0 5 0 5 %0 % 0 0w 0 5N 0 0 0 -

Invetory 47 4 12 % ¥ ¥ § H N B »H H H ¥ B H N N 0 B B H 0 8

0

Lewelofcapacity Utizaion 26~ 50 24 51 & 50 7 6 100 0 0 -8 % 5 0 B OB B N B 6 62
Prices
Fralproductprics 78 14 ¢ 8 8% 4 0 & & &L 4 60 0 0 0 9 B 6 0 60 F % U
Intermediate mput prices 92 6 | T 2 8 0 § 100 0 0 - 100 0 0 - 00 0 0 - 0 4 0 2
Waelwel 4 %4 3 6 6 % 0 ® 0 & Ww &# W B 9 MW 0 W 0 N H H 9§ &
Primary inputs

Ivetret 17 62 2 & 19 W4 7 8 M 71 W 0 W % 2 &4 0 F 66 BH N 60 0 %
Employmet 6 70 13 8 2 70 7 4 11 W 1 % 9 W B 4 0 66 B H B 6 B

"Numbers represent percent of total responses. Higher, same and lower may not add up to 100 due to rounding.

2Equal to the simple average of the variables’ indexes. The index’s method of calculation is provided in the appendix.
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Table 3: Surwey Results: Summary of Business Sector Past Performance (by size) (July-September 2015)*
SMEs Companies Large-sized Companies

Indicator Percentage Percentage Index®
Higher Same Lower Lower 49

Economic growth 10 24 66 28 8 50 42 39

Business activity

Production 19 31 50 38 37 45 18 56
Domestic sales 19 31 49 38 34 a7 18 55
International sales 12 41 47 38 29 29 41 45
Inventory 42 31 27 44 32 56 12 43
Level of capacity Utilization 10 47 43 39 18 71 12 52
Prices

Final product prices 69 28 3 76 37 63 0] 61
Intermediate input prices 89 10 1 10 83 14 3 15
Wage level 43 56 1 63 29 71 0 58
Primary inputs

Investment 7 67 26 44 17 78 6 53
Employment 43 56 1 63 13 82 5 52

1 Numbers represent percent of total responses. Higher, same and lower may not add up to 100 due to rounding.

2 Equal to the simple average of the variables' indexes. The index's method of calculation is provided in the appendix.
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Table 4: Surwey Results: Summary of Business sector outlook (by size) (October-December)?
SMEs Companies Large-sized Companies

Indicator Percentage Percentage Index?

Higher Same Lower Higher Same Lower 56
Economic growth 19 22 58 34 54 11 35 59

Business activity

Production 30 30 39 47 58 26 16 67
Domestic sales 27 34 39 45 58 26 16 67
International sales 19 38 43 41 48 19 33 56
Inventory 41 43 16 41 55 42 3 32
Level of capacity Utilization 23 50 27 49 55 37 8 67
Prices

Final product prices 73 19 8 77 75 22 3 80
Intermediate input prices 93 8 o] 7 91 6 3 8
Wage level 45 49 6 63 42 58 0 63
Primary inputs

Investment 16 58 26 47 46 49 6 63
Employment 18 66 16 51 11 82 8 51

! Numbers represent percent of total responses. Higher, same and lower may not add up to 100 due to rounding.

2 Equal to the simple average of the variables' indexes. The index's method of calculation is provided in the appendix.
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