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The Egypman Center por Econoonc Sudles

Business Bar ometer

(Bi-annual Survey: January 2002)

Enterprise name: Respondent Name:
Nature of Activity:  Specialization: Position:
Sector: O PublicO Private Date of interview:

Year of Foundation:
Number of Employees:

1. During thelast six monthsrelative to the preceding six months %
was your production/ volume of activity: O higher O normal O lower O
was your sales volume / size of activity in the domestic markdl higher O normal O lower O
was your sales volume / size of activity in the international mdétketigher O normal O lower O
did prices for your products/ projects: O rise O staythesame O fall O
did prices for your inputs/ building materials: O rise O staythesame O fall O
did wage level: O rise O staythe same O fall O
did your inventories (If applicable): O rise O staythesame O fall O
was your capacity utilization: O approaching full capacity O normal O below O
did your employment: O rise O staythesame O fall O
did your investment: O rise O staythe same O fall O

2. What isyour sales/ Size of activity in Egyptian poundsduring: The year before this survey peried
This survey period

3. Inthelast six months, did the economy grow: O faster O atthesamerate O sSower

4. Isyour 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 adtteaoonétr
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 to0 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 0O staythe same O fall -
wage level to: O rise O staythe same O fall —

6. In the next six months, areyou planningto: O increase your work force O maintainit O decrease itO %
O increase capital investment 0 maintainit O %

7. In the next six months, do you expect: Your inventoryto: O increase O staythe samed decrease
Productive capacity utilizatiolo: O increase O stay the samed decrease

8. In the next six months, do you expect the economy togrow: [ faster O atthesamerate [O slower

8



January 2002

M ethodology government made a great effort to provide adequate

. . . infrastructure. This led to a significant increase in the
Due to the lack of timely real-side data on the Egyptian g

. construction sector’s share in economic activity from 4.94
economy, ECES created and conducted a bi-annual survey y

. . . .gercent of GDP in FY 89/1990 to 6 percent in FY 98/1999.
targeting the most important sectors affecting economi

- . . . . . Furthermore, the sector absorbs virtually 8 percent of total
activity. Aside from providing useful information on business : . i
employment in the Egyptian economy. The sector’s investment

sector views about past performance, it also sheds light on

. . . . is rapidly expanding, with the private sector providing over
their expectations for future production, prices, employment PIcly €xp g P P 9

and investment. The survey is based on two samples of tf?g percent of such investment.
largest firms in the manufacturing (165 firms) and theThe sample was compiled to represent a wide range of
construction (35 firms) sectors, and is conducted biannuallgpecializations within the construction sector and on the basis
in June and December. of employment levels. The 35 largest companies selected,

) _accounted for 23 percent of the total labor force in the sector in
The manufacturing sector sample was selected by fII’ﬁEY 1998/99

calculating the value-added contribution of each major sub-
sector using the following classifications of the Ministry of The survey elicits responses from these two selected samples
Planning: food; beverages and tobacco; spinning and weavingn current levels of activity in terms of production, sales in
ready-made clothes; cork, wood and furniture; paper and itdie domestic and international markets, inventories, the level
products; printing; shoes; leather and leather products; rubbef capacity utilization, the prices of final product and inputs,
products; chemicals and chemical-related products; non-metak well as wages, employment and investment. The survey
mining products; basic metal products; and transportatioalso probes the changing nature of constraints on business,
equipment. Based on these calculations, a number of publénd assesses the overall economic growth (see questionnaire).
and private firms were selected 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 sup
sectors on the basis of employment. Using this approach, theECES would like to express its deep appreciation to jll
total number of companies reached 165. companies that participated in the completion of tle

o _ ' _ guestionnaires in due time, and would welcome any further
The decision to include the construction sector in 2000 w comments or suggestions for further improvement.

based on several observations. First, it was noticed that the
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Increasing input prices

Chart 5: Survey Results: Investment and Employment

As much as 96 percent of the firms in the sample reported higher Evaluation: July-Dec. 2001, Expectations: Jan.-June 2002
or stable input prices during the second half of 2001, with &’
similar number of respondents expecting input prices to rise or o0 L L .
remain the same in the next six months. No single sub-sectpr
reported otherwise. Once again, these results can only e *1 S S <
attributed to the devaluation of the Egyptian pound. 401 S
204
Chart 4: Survey Results: Prices and Wages 0 - T
Expectations Jan.-June 2002 Evaluation Expectations Evaluation Expectations
% 100 Investment Employment
L . L
%01 S Declining or stagnant employment
60- s S Most of the firms surveyed maintained or reduced employment
in the second half of 2001. With respect to the first six months
0 of 2002, only 5 percent of the sampled firms plan to hire more
20 labor. All manufacturing firms plan to reduce employment,
. except those in the ready-made garments, leather and leather
— product prices Input prices Wage bill products, and printing sub-sectors. These results are consistent

Sticky wages

According to 95 percent of the respondents, the wage bi

remained constant or increased during the second half of 2001.

with planned investment.

I . :
|I_ack of capital replaces domestic demand as the most severe
constraint

However, 57 percent of surveyed firms expect the wage bill to

remain the same in the first half of 2002.

Investment and Employment

Declining investment

Most of the firms surveyed (86 percent) reported constant or

In the previous survey, market demand ranked as the severest
constraint, followed by lack of capital, access to imports and
skilled workforce respectively. In the current survey, firms cited
lack of capital as the severest constraint followed by market
demand, access to imports, access to credit and skilled workforce
respectively.

lower investment in the second half of 2001. Firms, which

invested more than before, were in the beverage and tobacco,
wood, cork and furniture, rubber products, basic metal products
and transport equipment sub-sectors.

As for the first half of 2002, most firms do not plan to change
the level of current capital expenditures. These results reflect
current economic conditions and uncertainty about the future.




Business Barometer

The main shortcoming of the above measures is that they hattlee previous period. International sales are also expected to
been too modest and partial to make a big difference, especiallgmain constant or decrease in the coming six months.

in the aftermath of Septembertldnd its adverse effects on

tourism, commodity exports and the Suez Canal revenue. Moilgeclining inventory and capacity utilization

reforms are needed, perhaps along the lines proposed in tifeie survey results show that inventory declined sharply in the

overview. second half of 2001. As much as 82 percent of the firms surveyed
reported that their inventory was the same or less than it was in
Declining Production the previous period. Similar expectations are anticipated for the

The survey results show that 73 percent of the firms in the sampfiest half of 2002, with 82 percent of the surveyed firms planning
reported that their production in the second half of 2001 wato maintain the same or lower inventory levels. The
the same or less than it was in the previous period. Within themanufacturing firms that are planning to have higher inventory
manufacturing sector, the firms that reported lower levels ofevels are in the chemical and chemical products, and the non-
production were primarily in the furniture, shoes, rubbermetal mining products sub-sectors.

products, and transportation equipment sub-sectors. With respect ) o ]

With respect to capacity utilization, most firms (85 percent) kept

to the first half of 2002, a smaller fraction (64 percent) of the

. . it at previous levels or less in the second half of 2001. The
sample plan to keep their production at the same level or lower

. . nuf ring firms recording the gr line in the level

than before. The most pessimistic firms are in the furniture anH161 u ac.tu g ] S ecq ding the greatest dec G_} the leve

. of capacity utilization are in the wood, cork and furniture, rubber
basic metal products sub-sectors.

products, transportation equipment, and printing sub-sectors. A
lower percentage (68 percent) plan to keep capacity utilization

. i at the same level or lower in the first half of 2002.
The majority of firms (77 percent of the sample) reported that

Declining domestic sales and modest change in exports

their domestic sales dropped or stagnated due to weak lodal
) ) Chart 3: Survey Results:
demand. International sales did somewhat better, as only 3 Inventory and Capacity Utilization
percent of firms reported the same or lower levels in the secor] qﬂ) Evaluation: July-Dec. 2001, Expectations; Jan.-June 2002
half of 2001. The firms that reported the most favorablg 100 i
international sales operate in the beverages and tobacco, ngn- 801 L L L
metal mining products and transportation equipment sub-sectofs.
Devaluation must have had a positive impact on non-petroleumn %0 S
exports, which witnessed a modest increase. 40- S S S
Regarding expectations, 67 percent of the firms anticipatp 201 l
domestic sales will decline or remain the same for the first half o . : . : - — _
of 2002. By comparison 58 percent had similar expectations fqr Fvaluaton ety Brpeciatons Evaluzzzzcny Ut"izaﬁzpwat'ons
Chart 2: Survey Results:
o Expectations for Jan.-June 2002 Prices and Wages
o L : L Increasing final product prices
804 L Despite the slowdown of economic activity, the majority of firms
604 S s (77 percent) reported stable or increased final product prices
S during the second half of 2001. For the coming six months, 89
401 S percent of them expect final product prices to increase or to
20 remain at the same level. The successive devaluations seem to
. be the factor behind price movements. The exceptions to this
° Economic  Production Domestic ~ Intemational trend were firms operating in the beverage and tobacco, spinning
erown Sales sales and weaving and non-metal mining products sub-sectors.
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For the reforms to restore confidence and sustain econom#to LE4.15/$. In December, the central rate was moved another
growth in the medium term, however, two additional conditionstime to LE4.50/$. During the same period, the CB reduced bank
have to be met. First, the reform package should be based omeserve requirements from 15 to 14 percent and allowed the
coherent program, involving bold measures and possibly abanks to include their holdings of treasury bills in the liquidity
external anchor. Second, the package should involve furtheatios. Interest rate on loans was reduced from 13.6 to 12.9
structural adjustment to boost exports, upgrade the financigercent. M2 and private sector credit were also increased
sector, attract investment, and improve the functioning ofnodestly. On the fiscal front, the government attempted to settle
institutions, while paying attention to equity and poverty most of its arrears to the private sector. In addition, there was an
reduction. increase in government expenditures.

The remainder of this edition of the Business Barometer _ _
elaborates on the main findings of the survey under fourf @le1. Selected Economic Indicators (Monthly averages).

headings: the level of economic activity (overall growth, Monthly Aver age Per centage
production, inventory and capacity utilization); prices and Change
wages; investment and employment; and constraints. Economic Indicators  [July-Dec | Jan-Jun [July-Nov|  (Between

2000 2001 2001 | July-Nov 2001

The Level of EconomicActivity Jan_ij"r‘]dzom)

Lower growth with no expectation of immediate recovery | Industrial Utilization

o .| of Electricity (MWH) 2101 1985 | 2185 10
The majority of respondents (92 percent of the sample) belieVe:onsumption of
that the economy continued to stagnate or trend downward |rCement (000 tons) 2274 2179  224p 3
the second half of 2001. The percentage of construction firmsrotal Exports
(97 percent) holding this view is greater than the percentage pfUS$ million) 572.0 | 607.7| 578.6 -5

Non Petroleum Exports
(US$ million) 363.0 | 378.0| 398.7 5

. Total Imports
Looking ahead, most of the respondents (82 percent) expect m&JS $ million) 1392.8| 13459 1313k P

economy to continue its slow performance. The most pessimistiGCurrent Account

manufacturing firms (91 percent).

firms operate in the wood, cork and furniture, non-metal mining (US $ million) -47.8 42 -7 -117
products, and chemical and chemical products sub-sectors. | Gov. Expenditures
(LE million) 7690.5| 6983 | 7891 13

The bu3|r_1ess sector’s perception of_ th_e performance of th &2 (%) growth rate 6.4 47 &3 4
economy is supported by a number of indicators (Table 1). Mostcredit to private
notably, there is a clear deterioration in the Hermes financiglbusiness sector
index. Despite a modest increase in the consumption gf(-E milion) 153942 161888 169243 4.5
- . Interest rate on deposi|ts
electricity and cement in the second half of 2001, the new yree months) 9.51 049 9.44 0.1

averages do not differ from the averages of the correspondingnterest rate on loans

six months of 2000. Non-petroleum exports picked up somg(one year) 13.30| 1359 12.9¢ -4.8
steam and imports diminished somewhat in recent monthgHermes Financial Indgx 7852 ~ 6480 5495 -15
thanks to the devaluation. But the rise in exports has been 0@ of New Companies 247 229 249 9

modest to pull the economy forward. Moreover, it is worth noting
. - . _Notes:*July through October 2004uly through September 20CPFourth quarter
that the current account shifted from a surplus to a deficit durings 2000/2001is not availabléJuly through September 2001/208Ruly through

the second half of 2001. December 2001.

. . Source:Central Bank of EgypMonthly Statistical Bulletirseveral issues, IDSC,
This picture does not mean that the government has not tak@nthly Economic Bulletirseveral issues and Ministry of Foreign Tradenthly

any initiatives to activate the economy. On the contrary, the ladtconomic Digestseveral issues.
six months of 2001 saw several reforms. The Central Bank (CB)
devalued the pound twice. In August 2001 the band was widen laubsequently (in November), the government announced that they would reduce

e reserve requirements further to 12 percent and the discount rate from 11 percent
from 1 to 3 percent and the central rate was moved from L.E3.9 9 percent. But these announcements have not yet been put into effect.

2



This edition of the Business Barometer reflects the views of th
manufacturing and construction business sectors on the state

economic activity during the second half of 2001 as well as

their expectations for the first half of 2002. According to the
majority of respondents, the economy continued its downwar
trend in the second half of last year. Furthermore, the upcomir
six months are not expected to mark the beginning of a turr
around. In response to questions about the performance of th
firms, the respondents reported stagnation or deterioration

production, sales, investment and employment in the secor
half of 2001. They also reported rising input and output price
in the wake of the recent mini devaluations. Their expectation
for the coming six months are not any better.

Prior to September T1the government took several steps to
activate the economy, including exchange rate adjustment, fisc
stimulus, and modest monetary easing. However, the anticipats

positive impact of these measures was wiped out by the

significant loss of exchange earnings and the economi

slowdown abroad in the wake of the attack on the U.S|

Subsequent reforms were insufficient to restore confidence ar
get the economy going.

Looking ahead, there is broad support for the view tha
policymakers should urgently take action to stimulate economi
growth, maintain stability and restore confidence. While

alternative packages are possible, recent studies by ECE

recommend monetary expansion with fiscal restraints. Accordin
to this scenario, exchange rate adjustment should not carry t
full burden of bringing about external balance, but should be
combined with securing external funds in the order of US $
billion. These reforms are likely to entail some inflationary
pressure and a tendency for dollarization. But both effects a
likely to be modest as excess capacity is relatively high, dollg
liabilities are low, and the interest rate differential between thg
pound and dollar denominated assets has been widening.
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Chart 1: Trendsin Business Survey Indicators,

2000-2002 (Net Balance)

Economic Growth

Business Barometer
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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 Barometein 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 fodnstrial Barometeinto today’sBusiness Barometer
Detailed information about the sample can be found in the ‘Methodology’ section of the publication.

This edition of theBusiness Barometegeports 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 last six months of 2001. It also summarizes their expectations for overall
future economic performance as well as their individual plans for the first six months of 2002.

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
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Noha Sherif, Research Analyst

Sherine EI-Menshawy, Editor
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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

The World Trade Center, 14th floor, 1191 Corniche EI Nil, Cairo 11221, Egypt

Tel.: (2-02) 578-1202 Fax: (2-02) 578-1205
E-mail: eces@eces.org.eg
URL: www.eces.org.eg
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