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About the Business Barometer

The Egyptian Center for Economic Studies (ECES) publishes its Business Barometer (BB)
quarterly to provide timely information about the developments of economic activity
in Egypt based on a survey as well as an assessment of macroeconomic indicators
produced by the relevant authorities. The survey covers an assessment by a sample of
firms of economic growth and results of own operations in tferms of production,
domestic sales, exports, commodity inventories, capacity utilization, prices, wages,
employment and investment during the quarter under review as well as their outlook
for the same set of variables in the upcoming quarter.

ECES launched its first Business Barometer in 1998. The report analyzes the results of a
sample survey of 121 private firms that cover manufacturing (50 percent), financial
services (13 percent), construction (12 percent), transportation (10 percent), tourism (8
percent) and telecommunications (7 percent). The survey is conducted on a number
of micro, small, medium and large firms as per the definition of the Central Bank of
Egypt (CBE) announced on 5 March 2017.

7% Communications

8% Tourism

10%
50%

Manufacturing
12% Construction

13%

This issue of the Business Barometer comes at a time where there is a global war on the
Coronavirus (COVID-19). It aims to explore the impact of the virus on businesses,
especidlly in light of the measures taken by the government to deal with the crisis and
mitigate its impact on economic activity. This prompted ECES to add a new question
to explore the opinions of businesses about these measures, and their expectations for
new measures to be taken to reduce the drop in economic activity over the coming
period. Another question was also added about the constraints and challenges faced
by firms during the crisis.

It also provides an assessment of the performance of a sample of firms and results of
their operations in Q3 FY 2020/2021 (January-March 2021) compared to the second
quarter (October-December 2020). It also summarizes their expectations for overall
economic performance as well as their own activities for Q4 FY 2020/2021 (April-June
2021).
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Methodology

The BB Index is a simple average of the sub-indices of surveyed variables:

Domestic Capacity
utilization

Production

Final product
prices

It is calculated once for large firms and once for
SMEs, both for Evaluation and Outlook.

Same
No change in
firms’ performance
and expectations

Lower Higher

g il 50 .
Decline in firms Improvement in
performance firms’

and performance and
expectations expectations

40 60

The index is calculated
for each variable using
this equation:

where | is the share of firms
reporting an increase and § the
share of firms reporting “same.”

The index is designed to have a maximum of 100 points 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 neutralized 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.
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BBI Results (January-March 2021)
Macro Overview

This section provides an overview of the main developments in the global economy, as
well as the performance of key macroeconomic indicators in Egypt according to the
latest available data at the time of writing this report.

Although uncertainty still prevails worldwide due to the continued pandemic, especially
with the emergence of new strains of the virus and higher human losses resulting from it,
increasing vaccinations and economic policies adopted by most countries in the face
of the pandemic led to optimism regarding economic recovery. The International
Monetary Fund (IMF) projected global growth rate to reach 6 percent in 2021
compared to an unprecedented contraction estimated at -3.3 percent in 2020 due to
the outbreak.!

Recovery paths are expected to vary across countries and regions according to
disparity of the disruptions caused by the pandemic and the ability to vaccinate the
population, as well as the extent to which the economic structure is affected by the
repercussions of the pandemic and effectiveness of the policies adopted to alleviate
the consequences of the contraction and ensure sustainable recovery. Developed
economies are expected to grow by 5.1 percent in 2021 from a contraction of -4.7
percent in the previous year. Emerging and developing economies are expected to
grow 6.7 percent from a contraction of -2.2 percent in the previous year.

At the local level, the Egyptian economy is still reeling from the pandemic. However,
with the economic policies adopted in the face of the virus, and with the gradual return
of economic activities after easing precautionary measures, GDP in the first quarter of FY
2020/2021 (July - September 2020) witnessed a positive growth rate of 0.7 percent,
although it is sfill far from the growth rate recorded in the corresponding quarter prior to
the pandemic—estimated at 5.6 percent. It is worthy of note that the pandemic caused
a negative growth rate of -1.6 percent during the fourth quarter of FY 2019/2020.

With respect to sources of growth, the uncertainty associated with the ongoing
pandemic resulted in a further decline in the contribution of investment to output to -6.9
points during the first quarter of FY 2020/2021. The confribution of net exports remained
positive at 2.2 percentage points, thus consumer demand, both government and
private, remained the main source of growth during the first quarter of FY 2020/2021.2

On the supply side, service sectors, specifically communications and construction,
continued to achieve growth rates that exceeded the average rate of GDP growth
during the first quarter of FY 2020/2021. Meanwhile, the tourism, manufacturing and
extraction sectors are sfill withessing a negative impact due to the continuation of the
pandemic (Figure 1.1).3

The ongoing pandemic was reflected in higher unemployment during the first quarter of
2021. Unemployment reached 7.4 percent—an increase of 0.2 percent compared to
the fourth quarter of 2020, and a decrease of 0.3 percent compared to the
corresponding quarter of last year (Figure 1.1)

The unemployment rate differed by gender, age group, educational qudalification and
place of residence, as shown by the characteristics of the unemployed during the
period under review. The female unemployment rate (15.9 percent) still exceeds the
male unemployment rate (5.6 percent). The percentage of unemployed youth (aged
15-29 vyears) represents about 62.4 percent of the total unemployed, while the
percentage of unemployed persons with intermediate, upper intermediate and
university qualifications and above represent 81.5 percent of the total unemployed.
According o place of residence, the unemployment rate in urban areas (11.1 percent)
is higher than in rural areas (4.4 percent).

1 International Monetary Fund (IMF), World Economic Outlook, April 2021.
2 Central Bank of Egypt (CBE), Monthly Statistical Bulletin, April 2021.
3 Ibid.
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Regarding relative distribution of the employed at the level of economic activities,
agriculture, wholesale and retail trade, construction, and fransportation and
storage accounted for 19.4, 14.4, 13.9, and 9 percent of the total employed,
respectively. This indicates that there has been no significant change in the nature
of the jobs generated over the past years that withessed a decline in the
unemployment rate. This distribution of employment confinued during the quarter
under study, especially that these sectors attract low-skilled labor, in addition to
being unsustainable opportunities.

Figure 1.1.
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Sources: Central Agency for Public Mobilization and Stafistics (CAPMAS), Quarterly
Labor Force Survey Bulletin, May 2021; CBE, Monthly Statistical Bulletin, April 2021;
Ministry of Planning and Economic Development, Economic and Social Performance
Follow-up Reports, various issues.

On the monetary side, real monetary conditions stabilized due to the decline in
inflation and the application of monetary easing through successive interest rate
cuts in March, September, and November of 2020. The rate of return on deposits
and overnight lending and the credit and discount rate stabilized at 8.25, 9.25, and

8.75 percent, respectively (Figure 1.2).°
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Sources: CBE, Monthly Statistical Bulletin, various issues; CAPMAS, Monthly
Bulletin of Consumer Price Index (CPI), various issues.

4 CAPMAS, Labour Force Survey, Quarter Jun-Sep 2020, May 2020 edition.
5 CBE, Monthly Statistical Bulletin, April 2021.
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Externally, the balance of payments in the first half of FY 2020/2021 (July -
December 2020) achieved an overall surplus of about $1.5 billion, compared to a
surplus of $410.9 million in the corresponding period. This surplus is due to the
increase in net inflows to the capital and financial accounts by about $3.9 billion.
The rise in the overall surplus was offset by the current account deficit.

The following is a summary of the most important developments in the main
components of the balance of payments:

1. Current account

The current account deficit widened to about $7.6 billion, compared to $4.6 billion
during the corresponding period. This deficit is due to the decline in the surplus of
the services balance, and increased deficit of the non-oil frade balance. The
increase in the current account deficit was offset by an increase in unrequited
current transfers, and lower deficit in the oil trade balance and in the balance of
investment income.

The following is an explanation of these items:

- The surplus in the services balance decreased by 69.9 percent to reach 1.9
bilion compared to $6.3 bilion during the corresponding period, as a result of
the decline in tourism revenue by about 75.3 percent due to the continued crisis
to record $1.8 bilion, and the decline in transport receipts by 17 percent to
record $3.6 billion because of the decline in airlines proceeds.

- The deficit in the non-oil frade balance widened by 6.6 percent to record $19.1
billion due to increased payments for commodity imports by $1.3 billion to $28.5
billion, while commodity exports increased by $131.5 milion to record $9.3
billion only during the period under study.

- Net unrequited current transfers rose by 10.9 percent, to record about $15.1
billion, as a result of the increase in remittances from Egyptians working abroad
by 13.5 percent.

- The oil frade balance deficit improved to only $54.2 milion compared to $733.3
million, as a result of the decline in payments for petroleum imports by about
$2.1 billion, to record about $3.6 bilion. On the other hand, the proceeds of
petroleum exports decreased by about $1.5 bilion to record $3.59 billion during
the study period.

- The deficit in the investment income balance decreased by 6 percent, to
record about $5.4 bilion during the study period compared to $5.8 billion in the
corresponding period.
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2) Capital and financial accounts:

Net inflows to the capital and financial accounts increased by about $3.9 billion
to reach $9.2 bilion during the first half of FY 2020/2021. This is due to the

following:

a. Higher net portfolio investment inflows to Egypt, to record about $10.2
billion, against net inflows of $273.6 million during the corresponding period.

b. The high uncertainty associated with the crisis resulted in a decline in net
foreign direct investment by 32.3 percent, to record about $3.4 billion. This
decline was witnessed in foreign investments, both in the oil and non-aoil
sectors.

c. Net usage of long- and medium-term loans and facilities increased to $4.5
bilion during the study period, compared to $2.1 bilion in the
corresponding period.

The pandemic continues to negatively affect some sources of foreign exchange
for Egypt, specifically tourism revenues and net foreign direct investment. However,
the relative stability of Egypt's fotal sources of foreign exchange, especially
remittances from workers abroad and revenues from the Suez Canal, has led to an
increase in net foreign reserves to reach $40.2 bilion during January-March 2021,
rising by 2 percent over the last quarter of 2020. The exchange rate has also
witnessed a continuous decline since June 2020, to record 15.6 pounds per US
dollar during January-March 2021, which represents the highest value of the
Egyptian pound against the US dollar since October 2016 (Figure 1.3).
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Source: CBE, Monthly Statistical Bulletin, various issues.
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Decline of the Business Barometer Index (BBI) with the emergence of new strains of
the Coronavirus; and expectations of slight growth during the next quarter

The Coronavirus, with ifs new strains, has become an ongoing challenge to all
counftries, and the pandemic continues to cast its shadow over the business
community in Egypt with the beginning of the third wave of the virus. The BBI
contfinued its decline during the quarter under study (January - March 2021)
scoring 47 points, which is the same as the previous quarter and three points below
the neutral level (50 points). However, this decline is less severe compared fo the
first wave of the virus, as the index during April - June 2020 scored 36 points (Figure
2.1). Despite continued uncertainty regarding the pandemic, the business
community expects slight growth during the next quarter (April-June 2021), with the
index reaching 51 points—similar to the previous quarter and one point above the
neuftral level (Figure 2.2).

Outlook
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Source: Survey results.
*Data for the quarters (April-June and July-September 2016, and January-March 2020) are unavailable.

Figure 2.2. Outlook Figure 2.1. Evaluation

The survey results of the quarter under study (January - March 2021) showed confinued low
performance of all firms. The performance index of large firms scored 47 points, which is similar fo
the previous quarter and three points below the neutral level. The index of small and medium
enterprises (SMEs) also scored the same level as in the previous quarter, but four points below the
neutral level (Figures 2.3 and 2.4).

The outlook index for large firms scored 52 points, two points above the neutral level, but one
point below the previous quarter (January-March 2021). The outlook of SMEs scored the neutral
level of 50 points. These projections are similar to the previous quarter (January - March 2021),
(Figures 2.3 and 2.4).

Oct-Dec 2020 | Jan-Mar 2021 Apr-Jun 2021

Source: Survey results.

Evaluation
Evaluation

Oct-Dec 2020 | Jan-Mar 2021 Apr-Jun 2021

Source: Survey results.
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Past Performance of Businesses

Most economic activity indicators of all firms have declined due to the m
repercussions of the continued pandemic, emergence of new virus strains in some
countries and the spread of the third wave of the virus locally

Production, domestic sales and capacity utilization recovered during the previous
quarter (October - December 2020), especially for large firms, reflecting
government initiatives at the level of financial and monetary policies and measures
taken in support of the sectors affected by the pandemic. Nevertheless, the
continuation of the pandemic, emergence of new virus strains in some counfries
and the spread of the third wave of the virus locally led to a decline in economic
activity indicators for the whole firm sample during the quarter under study
(January - March 2021), but with a more severe impact on SMEs. Whereas the
performance of large firms was below the neutral level for production, capacity
ufilization and exports by about seven, five, ten points respectively, the results of
SMEs were low for all indicators of economic activity and less than the neutral level
(Figures 3.1, 3.2).

Production

Oct-Dec 2020 Oct-Dec 2020 35
Jan-Mar 2021 Jan-Mar 2021 39
D tic Sal
Oct-Dec 2020 omesfic Sales Oct-Dec 2020
Jan-Mar 2021 Jan-Mar 2021 39
Exports
37 Oct-Dec 2020 Oct-Dec 2020 20
Jan-Mar 2021 Jan-Mar 2021 39
C ity Utilizati
Oct-Dec 2020 apacity Uilization Oct-Dec 2020 14
Jan-Mar 2021 Jan-Mar 2021
Inventory*
Oct-Dec 2020 Oct-Dec 2020
36 Jan-Mar 2021 Jan-Mar 2021

Source: Survey results.
* The index for inventory is inverted to indicate the negative impact of its increase on businesses.
Hence, a higherinventory index indicates lower inventory and vice versa.

At the sectoral level, as shown in Table Al, the survey results showed that most sectors
were affected by the COVID-19 crisis and the subsequent emergence of new strains of
the virus. The magnitude of the damage varied across sectors. The fourism sector
recorded the largest decline due to insecurity after emergence of new mutated
strains, which led fo the collapse of global tourism. The transport sector followed due to
disruptions in global supply chains and trade, and the high burden of government fees
on the sector. Then comes the manufacturing sector due to unavailability of raw
materials and their higher prices due to disruptions in some supply chains. The financial
services sector also witnessed a decline in the volume of shares tfraded due to sales by
foreign institutions and Arab investors. The survey results showed improvement in the
telecom and construction sectors. The telecom sector recorded the best performance
in the quarter under review, due to increased use of remote work technologies, which
stimulated demand for communications and information technology services. The
construction sector also withessed an improvement in performance, which may be
attributed to the new real estate financing initiatives.
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Figure 3.3. Large firms

B. Higher input prices led to a rise in the final product price index; and a marked
increase in the wage index

Results of the performance evaluation showed an increase in input prices for large,
small and medium firms alike due to the disruption caused by the third wave of the
virus in global supply chains, albeit at a slower pace than the previous quarter. This
can also be ascribed to irregularity in the import of production inpufs and raw
materials as well as slow customs clearance procedures, leading suppliers o raise
prices of their raw materials during the quarter under study. This was reflected in a
higher final product price index for all firms, surpassing the neutral level by seven
points for firms companies and é points for SMEs compared to the previous quarter.
The results also showed expectations of an increase in the wage index for all firms, as
a result of the annual salary increase at the beginning of the new year, registering
an increase of 9 points (Figures 3.3 and 3.4).

Performance of Businesses - Evaluation

Final product prices
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Figure 3.4. SMEs
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Source: Survey results.

**The index for inputs is inverted to indicate the negative impact of price increases on the overall index.

Hence, a lower index indicates higher prices and vice versa.

C. Stable investment index at the neutral level and lower employment index for all
firms

The Government made efforts fo stimulate investment since the beginning of the
pandemic, through measures such as lowering the interest rate, postponing all credit
payments, putting off tax and insurance payments, as well as providing a new
package of facilities in support of the affected sectors such as tourism and industry.
Nevertheless, investment was limited due to repercussions of the pandemic and
associated uncertainty as well as continued challenges facing the business
environment as a result of the pandemic. Survey results showed that the investment
index remained at the neutral level for all firms. The employment index declined for
all firms during the quarter under study, scoring 48 points for large firms, and 47 points
for SMEs, although this decline is lower compared fo the previous quarter (Figures 3-5
and 3-6).

N
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Figure 3.5. Large firms Performance of Businesses - Evaluation Figure 3.6. SMEs
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Source: Survey results.
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Business Strategy Going Forward

A. Expectations of an improvement in economic activity for all firms

Despite continued uncertainty about the pandemic, the business community
expressed optimism about the next quarter (April-June 2021), as firms expect
improved economic condifions. This may be attributed to expectations of a global
economic recovery due to distributing the vaccine to a large number of country
populations. Therefore, the outlook of large firms is opfimistic about most economic
variables, while expectations for capacity utilization were stable at the neutral
level. The results of most SMEs indicators recorded values above the neutral level,
except for the export index, which stabilized at the neutral level, and the
production capacity utilization and commodity stocks, as both of them recorded a
decline (Figures 4.1 and 4.2).

Performance of Businesses -
Figure 4.1. Large firms Outlook Figure 4.2. SMEs
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Source: Survey results.
* The inventory index is inverted to reflect the negative impact of rising inventory on businesses. In
other words, a higher index indicates lower inventory and vice versa.

At the sectoral level, as shown in Table A2, expectations for the next quarter were
generally positive for all sectors, except tourism and financial services. Specifically, the
results reflected optimism of the business community regarding the telecom sector,
followed by the construction sector, and then the manufacturing sector during the
upcoming quarter. This can be attributed to the Government's efforts to support
various sectors. The transport sector registered a neutral level, while the fourism firms
are not optimistic due to developments related to the virus, including new waves and
strains, and the consequent measures that may reach again the level of lockdown,
rendering the return of tourism fo its normal movement very difficult. This was followed
by the financial services sector, perhaps due to lack of new IPOs on the sfock
exchange.
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B. Expectations of higher input prices, higher final product prices, and stable wages
at the neutral level for all companies

Large, small and medium firms alike expect the rise in input prices to continue, which
may be atfributed fo uncertainty about the regularity of supply chains in the near
term. The indicators of large, small and medium firms recorded an increase of 3
points each above the neutral level. The increase in the prices of production inputs is
bound to lead to an increase in the final product prices of all firms, albeit less than
expectations of the previous quarter (January-March 2021). The results also showed
that the wage index for all firms is expected to remain at the neutral level (Figures
4.3 and 4.4).

- . Performance of Businesses - .
Figure 4.3. Large firms Outlook Figure 4.4. SMEs

Final product prices
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Input prices**
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Apr-Jun 2021
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Source: Survey results.
** The index for input prices is inverted to indicate the negative effect of the increase in input prices on the
overallindex. Hence, a lower value of this index indicates higher input prices.

C. Expectations of stable investment and employment indices for all firms

All large, small and medium firms expect the investment index to remain at the
neutral level during the next quarter (April - June 2021), registering 50 points. This may
be due to the lack of future plans to expand under the current circumstances,
reflecting uncertainty of the business community regarding developments of the
Coronavirus and its repercussions. The results also showed a stable employment
index for all firms, which requires support policies for existing firms in order to be able
fo retain employment and granfing them more incentives fo encourage them to
expand and invest, creating job opportunities (Figures 4-5 and 4-6).

Performance of Businesses -

Figure 4.5. Large firms Outlook Figure 4.6. SMEs
_ Jan-Mar 2021 Investment Jan-Mar 2021
_| Apr-Jun 2021 % Apr-Jun 2021 —
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Source: Survey results.
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Major constraints facing the business
sector during the crisis

The most severe constraints: High production costs, increased fees on government
services, stagnant global tourism, and weak purchasing power

Figure 5 shows the main constraints that faced the business community during the
quarter under review (January - March 2021), ranked in descending order of
severity from the point of view of the sample firms. Higher production cost was
cited as the most severe constraint during the quarter under study, followed by
higher fees on government services. This requires a detailed study of the impact of
successive rises in electricity, water and gas prices, as well as the cost of importing
inputs and supplies and others on economic activities, especially in light of the
negative impact of the crisis. It also demands coming up with unconventional
solutions to reduce production costs, and to stimulate tourism such as through
promotion of domestic tourism. Weak purchasing power was also reported among
the constraints that faced the business community.

Figure 5. Higher costs of production
Major

Constraints Higher fees on government services
Facing the

Business Stagnant global tourism
Sector
(Normalized
Index of
Severity)

Weak purchasing power
Precautionary measures
Government procedures
Taxation system

Lack of skilled labor
Higher inflation

Customs system

Confusing economic, financial and monetary
policies

Evaluation

Poor infrastructure

Corruption

Crimes and theft

Exchange rate

Difficulty to access financial and credit services
Credit conditions

Higher interest rate

Lack of transparency in the Stock Market 3 Lowest
Source: Survey results.
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Priorities to improve the business
environment in Egypt

Digital transformation of government services, reducing fees on government
services, supporting sectors affected by the crisis, and reducing energy prices

As seen from Figure 6, firms reported that digital transformation of government
services helps facilitate government services such as operafing licenses
procedures, litigation procedures, and access to land, which lead to increasing
investment and building a stronger economy in Egypt. They also indicated the
importance of reducing government fees on some commercial activities and
operations, such as notary services, internet bills for companies and establishments,
and the need to provide support to the sectors affected by the crisis, as well as
reducing electricity, water and gas prices to help boost production.

Highest
Figure 6.
Priorities to 100
improve the Reducing fees on government services
business
environment
in Egypt Reducing energy prices
(normalized

index of the Investment policy

Digitization of government services

Supporting harmed sectors

importance Development of the infrastructure
of priorities)

Facilitating government procedures

Taxation system

Providing skilled labor

Financial and credit services

Improving the customs system

Inflation

Interest rate 40 Lowest

Source: Survey results.
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Policy Expectations

Expectations of improved infrastructure, financial and credit services, interest rates,
and investment policies

As can be seen from Figure 7, the majority of firms expressed optimism about
current trends in infrastructure, as a result of the Government's undertaking of
national projects in roads, bridges, and power and water stations. Financial and
credit services improved due to the adoption of new monetary policies aimed at
promoting economic development. Firms also expect a further cut in interest rate,
despite several reductions over the past year. The business community anficipates
an improvement in investment policies due to the development of the new
electronic establishment system and the new executive regulations for free zones
aimed at availing a more favorable business environment o increase foreign direct
investment.

. Index

Figure 7. Infrastructure
Policy

Expectations Financial and credit services

Interest rate

Investment policy

Providing skilled labor

Customs system

Exchange rate

Facilitating government procedures

Taxation system

Inflation

Source: Survey results.
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Table A3. Survey Results: Summary of all firms past performance (by size) (January-February-
March)!

SMEs Large Firms

Variable Percentage Index 2 Percentage Index 2

Higher Same | Lower 46  Higher Same Lower 47
Economic activity

Production 15 39 45 39 24 35 4] 43
Domestic sales 17 37 47 39 27 40 33 48
Exports 21 29 50 39 18 36 45 40
Inventory 20 52 29 53 50 38 13 36
Capacity utilization 4 72 24 44 29 29 41 45
Prices
Final product prices 24 73 3 56 29 65 6 57
Infermediate product prices 39 61 0 38 23 77 0 43
Wage level 33 64 3 59 35 59 6 59
Primary inputs
Investment 2 95 3 50 6 88 6 50
Employment 1 87 13 47 12 71 18 48

Table A4. Survey Results: Summary of all firms expectations (by size) (April-May-June)!

SMEs Large Firms

Variable Percentage Index 2 Percentage Index 2

Higher Same Lower 50 Higher Same | Lower 52
Economic activity

Production 30 51 19 54 29 59 12 56
Domestic sales 33 46 21 54 33 60 7 58
Exports 14 71 14 50 27 64 9 56
Inventory 20 76 5 46 19 75 6 46
Capacity utilization 6 77 17 47 12 76 12 50
Prices
Final product prices 10 90 0 53 18 76 6 53
Intermediate product prices 11 88 1 48 15 85 0 46
Wage level 2 98 0 50 6 88 6 50
Primary inputs
Investment 0 100 0 50 6 88 6 50
Employment 2 98 0 50 6 88 6 50

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

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