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South Africa Q1 19 manufacturing sector survey

Continued downbeat sentiment
 Today the Bureau for Economic Research released a generally downbeat 

manufacturing survey for Q1 19, with weaker confidence levels in most sectors. The 
overall confidence level fell to just 25, down from 30 in Q4 18, indicating that 75% of 
South African manufacturers view business conditions to be unsatisfactory. 

 Some sectors appear to be less dissatisfied than others, though none reported a 
confidence level above the neutral level of 50. The important food and beverage 
sector, which for most of 2017 and 2018 exhibited relatively stronger sentiment than 
other sectors, suffered a sharp drop in confidence to 33 from 41. Meanwhile, both the 
wood, paper and printing and metals sectors reported stronger sentiment, but in the 
furniture sector the confidence level fell to zero.

 The general theme appeared to be that sales were mostly down for both domestic and 
export sales. Of particular note are sales in the food sector, where the metrics 
measuring domestic and exports sales plunged to -16 and -29 from 2 points, 
respectively. However, there was noticeable improvement in domestic sales for 
metals, with the metric improving from -48 to -35 points in Q1.

 Pessimism was also evident in respect of volumes during the quarter. The metrics 
measuring production volumes fell from -17 in Q4 18 to -26 in Q1 19, driven largely by 
decreased production in the food, chemicals and transport sectors.

 Employment prospects in the manufacturing sector remain weak, and manufacturers 
on balance are looking to shrink their payrolls. A higher net balance of 19% 
manufacturers reported a decrease in employment in Q1 19 compared with a net 
balance of 15% in Q4 18. The numbers of working hours showed a similar trend, 
reinforcing the view that employment conditions in the sector remain challenging.

 Manufacturers were somewhat less pessimistic about cost pressures. The metrics 
measuring production and input costs eased during the quarter. Meanwhile, selling 
prices also dropped, delivering less profit margins for manufacturers. Going forward, 
higher electricity prices are likely to affect prices.

 The downbeat manufacturing survey results stand somewhat at odds with the higher-
than-expected hard output statistics from Statistics South Africa in Q3 18 and Q4 18. 
However, the latter were particularly flattered by a robust performance from the 
petroleum sector, which is excluded from the BER survey. Regardless, we believe the 
manufacturing sector will face a tough time in 2019 given weak domestic demand, big 
electricity price increases and, of course, the intense load shedding.
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Today the Bureau for Economic Research released its Q1 19 survey of South Africa’s manufacturing 
industry. In addition to providing the overall confidence reading for the manufacturing sector 
(which has already been disclosed as part of the Business Confidence Index released last week), 
the survey provides confidence prints for different manufacturing subsectors, as well as responses 
to other questions on activity and prices, investment, business constraints and expectations for 
the future. Overall, the survey was pretty downbeat, reflecting the fact that overall confidence 
among manufacturers fell to just 25, indicating that 75% of survey respondents were dissatisfied 
with current business conditions. This has been the prevailing narrative now for over a decade 
(Figure 1). This report delves into the survey responses and implications thereof in a little more 
detail.

Figure 1: Gross confidence slips back in Q1 19

Source: BER, Absa Research

Figure 2: Confidence down for most of the sectors

Source: BER, Absa Research

Confidence in the important food and beverages sector, which for much of 2017 and 2018 exhibited 
relatively stronger confidence than other manufacturing sectors in South Africa, experienced a 
sentiment setback, with confidence levels dropping 8 index points to 33 points (Figure 2). Among 
the bigger manufacturing subsectors, the transport sector also registered significantly lower 
confidence in Q1 19, falling 48 index points to 8 points. We note, however, that the apparent Q4 18 
surge in confidence in the transportation goods sector was rather anomalous; its current 
depressed level of 8 is more or less where it has sat for the last 3 years. Notably, as we reported 
previously, the Q4 18 survey saw an increase in the number of respondents due to recruitments. 
However, the number of survey respondents has since fallen back and this sampling volatility could 
explain much of the volatility in this sub-index. Meanwhile, while confidence in the chemicals and 
plastics sector fell from 18 to 9 points in Q1 19. Meanwhile, both the wood, paper and printing and 
metals sectors reported stronger sentiment, but in the furniture sector the confidence level fell to 
zero.

In addition to the overall confidence level, the survey asks manufacturers about their activity 
levels, including sales volumes. The Q1 19 survey uncovered significant deterioration. The metrics 
that measures domestic and exports sales plunged by 9 and 24 points to register -33 and -31 points, 
respectively (Figure 3). Again, however, there was considerable variation between sectors. The 
metrics that measures domestic and export sales for the important food sector dipped by 18 and 
31 points to register -16 and -29, respectively. The chemicals sector also showed considerable 
declines in domestic and exports sales, with the metrics declining 25 and 2 points to register -60 
and -30, respectively. The metals sector, however, showed some improvement in domestic sales, 
with the metrics gaining 13 points to print at -35. Exports did not perform so well in the sector, with 
the metric measuring export sales plunging 12 points to print at 23 points. Overall, among the 
sectors, it appears sales were down for the most part. Furthermore, the metric measuring 
production volumes declined by 9 index points to print at -26 points, driven largely by decreased 
production in the food, chemicals and transport sectors (Figure 4). It is hard to know to what extent 
the finding of lower production volumes was driven by the resumption of load shedding (i.e., 
electricity rationing) in early February. The survey sample work took place between 28 January and 
4 March. 

Confidence of manufacturers fell from 30 to 25 in 
Q1 19

Food and beverage sector confidence level dipped 
notably 

Survey found lower sales and production volumes
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Figure 3: Noticeable declines in sales volumes

Source: BER, Absa Research

Figure 4: Drop in production volumes in Q1 19

Source: BER, Absa Research

Unsurprisingly, against a backdrop of weak GDP growth and poor sentiment in the quarter in 
general, South Africa’s manufacturers continue to show a reluctance to expand their payrolls. A net 
balance of 19% manufacturers reported a decrease in employment in the first quarter, compared 
with a net balance of 15% reporting a decrease in Q4 18 (Figure 5). Hours worked manifested an 
identical deterioration in Q1 19 compared with the last quarter of 2018, further supporting the view 
that employment conditions in the sector remain tough. The latest Quarterly Employment 
Statistics from Statistics South Africa shows employment in manufacturing in Q3 fell by 7k, while 
the household-based Quarterly Labour Force Survey saw formal sector employment falling by 46k. 
These numbers are quite alarming given that these are the sectors that should be providing 
employment in the economy. However, with current weak growth levels, it is hard to see where 
increases in employment might come about. 

Figure 5: On balance, manufacturers continue to look to shed labour

Source: BER, Absa Research

Figure 6: Mixed price pressures for manufacturers

Source: BER, Absa Research

In thinking about manufacturers’ profit margins, the data appear to show that manufactures were 
less pessimistic about costs. The metric for total cost per unit produced decreased from 73 to 59 
(Figure 6), indicating that only a net balance of 59 reported increased costs per unit of production. 
Input price pressures also appeared to be easing. The metrics for the average labour cost per unit 
produced declined slightly from 60 to 58, while the average purchase price for raw materials 
showed a significant drop from 78 to 59, probably in part because of sharply lower fuel costs in the 
first quarter. Regrettably, however, (from the perspectives of the firms rather than their customers) 
manufacturers’ pricing power appears to be ebbing as well, with a net balance of only 28% 
reporting higher domestic selling prices, down from a net balance of 33% in Q4 19. Meanwhile, the 
metrics measuring average export selling prices dropped to 17 from 27. The squeeze on producers’ 
profit margins looks likely to intensify, given the National Energy Regulator of South Africa’s recent 
decision on electricity tariffs. On 7 March, NERSA announced that it granted Eskom a standard tariff 
increase of 9.4% for FY20, which together with the recovery on the Regulatory Clearing Account 
balances from the MYPD3 tariff period, the effective tariff for FY20 becomes 13.9% effective on 1 

Continued downward pressure on employment 
levels

A higher net balance of manufacturers reported 
increased production costs than those who 
reported higher selling prices
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April; although manufacturers who are not direct Eskom subscribers but instead take their 
electricity from one of the municipal distributors will only experience the tariff hike in June.  

With no material shifts from Q4 18, manufacturers’ rankings of constraints on their businesses 
remained discouraging. Of the surveyed manufacturers, 47% said that a shortage of skilled labour 
was a constraint, compared with 53% in Q4 (Figure 9). Meanwhile, 34% reported the shortage of 
raw materials as a constraint.. However, 68% of manufacturers reported insufficient demand as a 
constraint compared with 66% in Q3, while 81% of them reported the general political climate as 
a constraint, unchanged from the previous quarter (Figure 8).

Figure 7: Half of manufacturers cite skilled labour shortages as a 
constraint

Source: BER, Absa Research

Figure 8: Politics and insufficient demand remain key constraints

Source: BER, Absa Research

Manufacturers were more pessimistic about future business conditions. A net majority of 28% 
expect business conditions in 12 months’ time to worsen, compared with a net majority of 14% in 
the previous quarter (Figure 9). As regards capex spending, a net majority of 3% expect lower fixed 
investment spending in 12 months’ time, while a net balance of 14% also expect a lower spending 
on machinery in a years’ time, compared with a net balance of 10 in Q4 18 (Figure 10). 

Figure 9: Manufacturers more pessimistic about the future 

Source: BER, Absa Research

Figure 10: Capex expected to decline in 12 months’ time

Source: BER, Absa Research

Overall, the BER’s survey is picking up continued gloominess among South Africa’s manufacturers. 
This is mirrored in the Purchasing Managers’ Index survey, also conducted by the BER, which found 
PMI averaging 47.5 in Q4 18, below the neutral level of 50 that separates expansion from 
contraction. And the PMI deteriorated even further so far in 2019, averaging 48.0 in January and 
February (Figure 12). Thus, both the subdued confidence survey and muted PMI prints stand in 
contrast to hard output data from Statistics South Africa, which show manufacturing production 
ending 2018 on a relatively strong note. The national accounts data showed that output grew by 
4.5% q/q saar in Q4 18 (contributing 0.6pp towards overall GDP growth of 1.4% q/q saar) after a 
7.5% q/q saar gain in Q3 18. According to StatsSA, the largest contributions to the headline figure 
in Q4 18 were petroleum, chemical products, rubber and plastic products, motor vehicle, parts and 
accessories and other transport equipment, food and beverages. 

Manufacturers continue to report that the political 
climate is the biggest constraint on their business, 
even more than insufficient demand

Manufacturers do not appear hopeful about the 
future

Weak apparent confidence levels in the 
manufacturing sector stand in contrast to 
relatively robust hard output numbers in the 
second half of last year
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The divergence between the StatsSA and BER numbers could be partly explained by the fact that 
the BER survey does not cover the key petroleum sector, which accounts for 9.2% of StatsSA’s index 
of total manufacturing production, and which expanded a huge 36.4% q/q saar in Q4 18. Excluding 
this subsector, StatsSA’s data show the manufacturing sector expanded just 1.7% q/q saar in Q4 
18, and are thus somewhat more consistent with the gloomy sentiment of the BER survey. 
Regardless, we believe the manufacturing sector will likely face a difficult time in 2019 given weak 
demand, higher electricity tariffs and, of course, the resumption of intense load shedding. We note, 
for example, that manufacturing output in January, which was released last week, fell by a larger-
than-expected 2.0% m/m sa.

Figure 11: Modest pickup in manufacturing GVA in Q1

Source: StatsSA, Absa Research

Figure 12: Absa PMI fell back further in February

Source: BER, Absa Research

BER survey data exclude the petroleum sector, 
which was quite robust towards the end of last 
year
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