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South Africa Q4 Manufacturing Sector Survey

Sentiment better, but still gloomy
 The weakness of the hard manufacturing data in the first half of the year appears 

to be abating, with the sector rebounding in a broad-based albeit mild fashion 
since mid-year. The October and November PMI data were mixed. 

 The Absa manufacturing survey showed a mild improvement in confidence to 30 
from 26 in Q3, indicating that 70% of manufacturers still assess business 
conditions to be unsatisfactory. 

 The survey data revealed that better readings in both production and sales, for 
both domestic consumption and exports, drove the modest improvement in 
overall confidence in the sector. 

 Manufacturers also reported improved and slightly positive sentiment about fixed 
investment spending in Q4. 

 Margin squeeze appears to have intensified slightly, with a broad-based uptick in 
input costs, but marginal downward pressure on domestic selling prices. 

 Manufacturers appear to be less pessimistic about business conditions in 12 
months’ time, though most of them still view the shortage of skilled labour and 
raw materials as ongoing key constraints.

 The resumption of widespread electricity rationing from late November onwards 
will likely weigh on manufacturing sector sentiment and output, leaving the sector 
with a muted outlook.

Figure 1: Actual output was stronger in Q3 than the confidence levels suggested

Source: BER, Absa Research
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After a weak H1.18, manufacturing production recovered in Q3, broadly in line with expectations. 
The Q3 national accounts data showed that output accelerated by 7.5% q/q saar, contributing 0.9 
percentage points to overall GDP, compared with 0.6% q/q saar in Q2 (Figure 2). Strength in the 
sector was broad-based, with gains most notable in the ‘basic iron and steel’, ‘metal products and 
machinery’, ‘wood, paper and publishing’ and ‘petroleum products’ categories. The solid Q3 
StatsSA hard production data were in complete contrast to the Absa manufacturing sector PMI, 
which averaged 46.6 in Q3, well below the 50-neutral mark, which seemed to indicate that the 
sector was contracting. The volatility of the PMI and the discord with actual production data 
generate some challenges in terms of triangulating the sector’s performance. The October and 
November PMI data suggest a mixed picture for Q4 so far, and Absa’s quarterly Manufacturing 
Survey, published earlier today, showed a moderate improvement in confidence levels in Q4.18. 
But pessimism is still prevailing overall.

Figure 2: Strong uptick in manufacturing GVA in Q3

Source: StatsSA, Absa Research

Figure 3: Moderate improvement in manufacturing confidence

Source: BER, Absa Research

In particular, after declining to 26 in Q3, the general confidence reading for the manufacturing 
sector improved only marginally by 4 index points to 30 in Q4. This indicates that 70% of South 
African manufacturers still assess current business conditions to be unsatisfactory. Confidence has 
now languished below the neutral level of 50 for over a decade since the global financial crisis 
broke (Figure 3). Even with the slight improvement, the index is still below the H1.18 average of 34 
and the 20-year average of 41, and thus reflects a continuing level of deep pessimism despite the 
output recovery in Q3. 

Among the bigger subsectors, transport showed a sharp uptick in confidence, reaching 56 index 
points in Q4 from 12 in Q3, its highest level in 6 years and one percentage point higher than its 2-
year confidence range. This bounce was due, we believe, to the recruitment of new survey 
respondents in this sector, and left transport as the only subsector in the Q4 survey with a 
confidence print above the neutral level of 50. Among the sectors with the lowest confidence 
readings, confidence in the metals and chemicals sectors remained broadly unchanged in Q4, with 
confidence levels remaining changed at 21 for metals, while confidence was up one percentage 
point for chemicals, at 19 points. The important food sector registered a slight decline, with 
confidence dropping 6 index points to 41. The current index is well below the sector’s range of 
confidence in the last two years and may indicate serious issues in the sector (Figure 4).

Figure 4: Except food and metals, confidence levels now look higher than their two-year range median 

Source: BER, Absa Research

South African manufacturing output was strong 
in Q3.18, an outcome that was at odds with the 
weak indicators from the Absa PMI and the 
quarterly Absa Manufacturing Survey 

Roughly 7 out of 10 manufacturers view 
business conditions to be unsatisfactory

Confidence in the important metals and 
chemicals sectors remained very low

 - Lelanie Boulle



ABSA | South Africa Q4 Manufacturing Sector Survey

06 December 2018  3

As far as the specific, more detailed questions about firms’ activity are concerned, there was a 
notable gain seen in sales volumes. The metrics that measure domestic and export sales volumes 
accelerated by 15 and 10 index points to register -24 and -7 index points, respectively (Figure 5). 
Furthermore, the metric measuring production volumes improved by 9 index points to -17 (Figure 
1), driven largely by increases in the transport industry. This indicates that a net balance of 17% of 
manufacturers reported declining production volumes, as opposed to a net balance of 26% in 
Q3.18. Despite the Q4 improvement this is still a gloomy reading, however, given that the long-run 
average for this metric centres at zero. Looking ahead, manufacturers are somewhat less 
pessimistic about the future. A net balance of 14 now expect business conditions to be worse in a 
year’s time, compared with a net balance of 43 in Q3 (Figure 6). The less pessimistic view about the 
future could in part explain the improvement in the investment indices. A net balance of 3% now 
expect investment to increase in the quarter, compared with the Q3 survey which found a net 
balance of 13% expecting a decrease. Similarly, a net balance of 15% of manufacturers expect 
investment in 12 months’ time to pick up, compared with a net balance of 1% in the previous 
quarter. Regrettably, manufacturers still report downward pressure on payrolls. A net balance of 
15% reported downward pressure on employment, a slight improvement from 22% in Q3.18 
(Figure 8).

Figure 5: Moderate increase in domestic and export sales volumes

Source: BER, Absa Research

Figure 6: Manufacturers are less pessimistic about future conditions 

Source: BER, Absa Research

Figure 7: Prospects for investment show slight pick up

Source: BER, Absa Research

Figure 8: Manufacturing employment also remains under pressure 

Source: BER, Absa Research

From a price point, margin compression appears to have intensified somewhat with production 
costs per unit rising, but domestic selling prices easing slightly; however, export selling prices 
appear to be improving. The survey metric for total cost per unit produced increased from 71 to 73 
(Figure 9), while the average price of raw materials edged up from 76 to 78. This comes against a 
backdrop of slightly less advantageous domestic selling prices, with the metric for domestic 
average selling price easing to 33 in Q4 from 35 in Q3 (Figure 8). From the StatsSA data, PPI for final 
manufactured goods edged higher to 6.9% y/y in October, from 6.2% y/y in September, higher than 
our forecast of 6.4% y/y. This was driven largely by sharp increases in diesel and petrol prices, 
which rose 8.7% m/m and 6.7% m/m in October, respectively. However, if you strip out the effect 
of petroleum fuels, PPI actually went up only 4.2% y/y, confirming weak pricing pressure for 

Margin compression seems to have intensified a 
little for goods sold in the domestic market

Somewhat better production volumes metric, 
and better domestic sales volume metric, 
though both still below long-run averages 
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producers. Encouragingly, despite a relatively stronger rand in recent months, the average selling 
price for exports picked up solidly to 27 from 21 index points. Similarly, labour costs per unit 
produced dropped by 7 index points to 60, somewhat substituting for other higher input prices. 

The sector’s ranking of constraints looks somewhat of a mixed bag. Of the surveyed manufacturers, 
53% reported the shortage of skilled labour as a constraint, compared with 44% in Q3, while 37% 
of them also reported the shortage of raw materials as a hindering factor compared with 35% in 
the previous quarter (Figure 10). In the meantime, 66% of manufacturers reported insufficient 
demand as a constraint in Q4, compared with 70% in Q3, while 81% of them reported the general 
political climate as a constraint, unchanged from the previous quarter (Figure 10). In general, 
constraints in the sector remain at elevated levels.

Figure 9: Increased price pressures during the quarter

Source: BER, Absa Research

Figure 10: Politics and insufficient demand remain key constraints

Source: BER, Absa Research

Overall, the outlook for the manufacturing sector seems mixed. Although overall confidence in the 
sector improved, it is still at extremely low levels and well below the neutral level of 50, which 
separates general optimism from pessimism. Additionally, while the Absa PMI print for November 
bounced back from a 15-month low of 42.4 in October to print just below the 50-neutral point at 
49.5, so far, the average is at 46.0 for Q4, 4 points below the neutral mark. We note, however, that 
the PMI has been quite volatile in recent months and one should read the index results with 
caution. It will be interesting to see how the first hard data numbers for Q4 will look like when the 
manufacturing data for October is released next week. We expect modest growth of 0.2% m/m 
seasonally adjusted in October, which is equivalent to 0.5% y/y. With overall manufacturing 
confidence picking up only slightly, any growth in the sector in Q4 is likely to be moderate. Further 
ahead, however, the return of the spectre of widespread load shedding, or electricity rationing, 
seems likely to weigh on manufacturers’ production volumes, sales and general sentiment, going 
forward. Positively, however, the hiatus in the escalation of global trade tensions should be 
positive for global growth and, hence, South Africa’s manufacturing sector.

Political climate still cited as the most 
significant constraint on manufacturers’ 
business

Outlook remains subdued, with load shedding a 
new challenge for manufacturers
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