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South Africa’s manufacturing sector 

Sentiment up, especially about the future 
 Manufacturing sector confidence rose by a sharp 13 points in Q1 18 to 37. This 

indicates that 63% of respondents are still unhappy with current business 

conditions and the Q1 survey metrics for current conditions remain subdued.  

 It is hard to speak of a single confidence level for South Africa’s manufacturing 

sector, as it comprises a diverse variety of subsectors. Hence, the Q1 18 survey 

recorded a very wide range of confidence levels, depending on specific sector 

dynamics and relative sensitivity to the exchange rate. 

 With manufacturers reporting sluggish domestic sales volumes and a drop in 

domestic selling price inflation (to its lowest level in 2010), profitability for 

domestic manufacturing sector likely remains under pressure. In contrast, 

although export selling prices have come under pressure from the stronger rand, 

manufacturers have reported improvements in export volumes. 

 Manufacturers seem somewhat more sanguine about the political climate as a 

constraint on their business but are reporting increased challenges from 

shortages of skilled labour.  

 The net balance of manufacturers’ expectations for business conditions in 12 

months time shot up from -30 to +39, its best level in 18 years. Survey 

respondents were also more optimistic about their expected fixed investment in 

machinery and equipment in 12 months time as well as their export prospects.  

 

FIGURE 1 

Eye-catching surge in manufacturers’ expectations for conditions in 12 months 

 
Source: Bureau for Economic Research, Absa Research 
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On 14 March, the Bureau for Economic Research released the Business Confidence Index 

(BCI) for Q1, which showed an 11 point gain to 45. Among the five index constituents, 

confidence in the manufacturing sector posted an exceptionally sharp 13 point gain (24 to 

37), its highest level in more than three years (Figure 2). While this print was still well below 

the neutral level of 50 – indicating that 63% of manufacturers remained dissatisfied with 

current business conditions in Q1 18 – the sharpness of the increase is broadly consistent 

with the early stages of a cyclical recovery. Yesterday, the Absa Manufacturing Survey was 

also released (jointly produced by the BER and Absa). This survey, which provides a wealth 

of data on manufacturers’ views, supports the view of a nascent recovery, especially since 

the bulk of the survey work was done between 29 January and 5 March, ie, mostly before 

the recent confidence-boosting developments of President Ramaphosa cementing his 

position and making a series of strong appointments to the economic cluster of ministries.  

However, manufacturers’ sentiment about current production was subdued, with a nine 

point fall from Q4 17 levels, which left a net balance of just 6% of manufacturers reporting 

increased output, with only slightly more upbeat expectations for Q2 (Figure 3). This is 

consistent with the early available hard output Q1 data from StatsSA, which shows the 

manufacturing sector starting 2018 on a relatively soft footing, with seasonally-adjusted 

factory output contracting by 1.6% m/m in January, equivalent to a 2.5% y/y gain, in line 

with consensus but weaker than our 3.4% y/y forecast. Relative to December, seasonally 

adjusted output contracted in seven of the 10 reported sub-sectors. While we are 

disappointed by the magnitude of the m/m decline in output in January, we note that data 

tend to more volatile than usual around this time of the year and think a part of January’s 

decline could simply reflect some correction after three strong consecutive gains.  

Another notable feature of the survey is that manufacturers are generally more optimistic in 

general about export prospects than about manufacturing for the domestic market (Figure 

4 and Figure 5). This is probably a factor behind the diversity of confidence levels among 

different manufacturing subsectors. For example, there was a huge jump, from zero to 66, in 

confidence levels in the motor vehicle sector, and roughly half of respondents in the 

fabricated metal industries, food processing and textiles reported being “satisfied”, while 

other important industries such as printing and plastics showed near universal 

dissatisfaction (Figure 6).  

Manufacturing sector 

confidence posted a sharp 13 

point gain to 37 in Q1 18, the 

highest level in three years 

Subdued Q1 18 production 

indicator is consistent with 

January’s weaker than 

expected actual factory output 

data from StatsSA 

FIGURE 2 

Confidence levels still negative despite sharp Q1 

improvement 

 
FIGURE 3 

Subdued Q1 production volumes, with similar Q2 forecast 

 

 

 
Source: Bureau for Economic Research, Absa Research  Source: Bureau for Economic Research, Absa Research 
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FIGURE 4 

More optimism about export-oriented manufacturing… 

 
FIGURE 5 

…than about manufacturing for the domestic market 

 

 

 
Source: Bureau for Economic Research, Absa Research  Source: Bureau for Economic Research, Absa Research 

Perhaps the most notable result of the Q1 18 manufacturing survey is the enormous change 

in manufacturers’ expectations regarding future business conditions. The index tracking 

expected business conditions in 12 months’ time rose from -30 to +39, its best level in 18 

years (Figure 1). Furthermore the magnitude of the improvement was the biggest quarter-

to-quarter increase on record. Manufacturing firms have also become more optimistic 

about their capex plans. Indeed, the survey metric for current capex shows the net balance 

of respondents reporting an increase in fixed investment spending rose to 10, the highest 

level in two years (though a net balance of 15% manufacturers reported that they forecast 

their capex to decline in Q2. This is slightly at odds with a separate survey question that 

found a 24-point rise (from -7 to +17) in the net balance of manufacturers expecting 

increased real investment in machinery and equipment in a year’s time (Figure 7). 
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FIGURE 6 

Confidence levels diverge markedly between different subsectors, and have shown a lot of movement over the past two years 

 
Source: Bureau for Economic Research, Absa Research 
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FIGURE 7 

Relative balance of optimists on capex plans 

 
FIGURE 8 

Manufacturers’ bullish hopes for future mirrored in PMIs 

 

 

 
Source: Bureau for Economic Research, Absa Research  Source: Bureau for Economic Research, Absa Research  

This picture of moderate sentiment about the present but very robust hopes for the near-

term future is consistent with the message that emerged from recent Absa PMI surveys 

(Figure 8). The Absa manufacturing PMI showed a further improvement in February, rising 

by 0.9pt to 50.8 (following a 5.0pt increase in January). This was the first print above the 50-

point neutrality mark since May 2017 and the highest in nearly a year. However, PMI survey 

respondents’ near-term expectations improved sharply. After rising by 10.9pts in January, 

the expected business conditions sub-index gained a further 6.3pt in February to 79.1 – its 

highest level since 2001. 

Manufacturers’ sharply improved optimism about the future no doubt reflects the radically 

new political backdrop in South Africa, along with stronger global growth prospects and 

higher commodity prices. Favourable views on political developments was supported by 

survey’s prints that showed respondents rating the general political climate as a less serious 

constraint on current business conditions and future investment outlays compared to 

recent quarters (Figure 9). However, not all constraint indicators were supportive of the 

improvement in business confidence. Most notably, the tax structure as a limit to the ability 

to invest was rated as a more serious constraint than ever before. Interestingly, an 
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FIGURE 9 

Impact of political climate as a constraint is ebbing… 

 
FIGURE 10 

…but shortages of skilled worker are biting harder… 

 

 

 
Source: Bureau for Economic Research, Absa Research  Source: Bureau for Economic Research, Absa Research 
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increasing net balance percentage of firms are also reporting that a shortage of skilled 

labour is a constraint on their business (Figure 10). 

Overall, the data suggest that domestic demand remains under pressure as expectations for 

both sales and order volumes remained below the neutral level of 50 (Figure 5). Combined 

with a moderation in domestic selling price inflation to its lowest level since 2010 (Figure 

11), this suggests that profitability for domestically oriented manufacturing likely remained 

under pressure in Q1 18. For export oriented manufacturing the picture is a little different. 

Selling price inflation declined markedly on the back of the stronger exchange rate (Figure 

11), but stronger sales and order volumes have likely offset this to some degree (Figure 4). 

The key export story was on the expectations front, with a large net majority of 42% of 

respondents expecting an increase in export volumes over the next 12 months (Figure 14). 

This is perhaps surprising given the recent strength of the rand, which generally works 

against exporter pricing power and prospects, but this series has proven to be quite volatile.  

Domestic demand remains 

under some pressure but 

better sentiment about exports 

despite rand strength 

FIGURE 11 

…even though firms remain pessimistic about job prospects 

 
FIGURE 12 

Firms expect margin squeeze to become less intense in Q2 

 

 

 
Source: Bureau for Economic Research, Absa Research  Source: Bureau for Economic Research, Absa Research 

FIGURE 13 

Rand strength has hit exporters’ relative pricing power… 

 
FIGURE 14 

…but manufacturers are optimistic about export prospects 

 

 

 
Source: Bureau for Economic Research, Absa Research  Source: Bureau for Economic Research, Absa Research 
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