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Flat business confidence better than it seems

Executive Summary

e The RMB/BER BCI declined by one index point to 38 in 4Q11.

e Over the quarter sentiment improved notably in the retail and wholesale trade sectors, deterio-

rated further in new motor trade and remained largely unchanged in manufacturing and building.

¢ While confidence levels of building contractors were largely consistent with the disappointingly
slow improvement in activity, flat confidence in the manufacturing sector hides much improved

underlying business conditions.

e The latest survey implies a slightly faster GDP growth rate in 4Q11 after the soft patch in 2Q and
3Q11.

Results

After falling from 55 in 1Q11 to 39 in 3Q11, the RMB/BER business confidence index (BCI) essentially
moved sideways in 4Q11. The one index point decline to 38 is so small that for all practical purposes

one could say that business confidence remained unchanged in 4Q11.

Reasons

During 4Q11 business confidence increased noticeably in the retail and wholesale trade. However, this
was largely cancelled out by the decline in motor trade confidence. Confidence remained more or less
unchanged in the remaining two sectors making up the overall index, namely the manufacturing and

building sectors.

After falling from 58 in 1Q11 to 47 in 2Q11 and moving sideways to 48 in 3Q11, retail confidence
bounced back to 56 in 4Q11. The growth in retail sales more or less mirrored that of confidence. After
slowing down during the first half of the year, total growth picked up during the second half. Selling

prices also rose faster in 4Q11, but they are expected to subside in 1Q11.

Wholesale confidence fell from 65 in 1Q11 to 31 in 3Q11, but recovered only partially to 38 in 4Q11.

Better sales and noticeably higher price increases lifted confidence.

Motor trade confidence fell from 84 in 1Q11 to 58 in 3Q11 and further to 44 in 4Q11. Deteriorating

confidence despite still strong, albeit slower growth in units sold implies a drop in profitability. Volume
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growth remains decent but it could be that a growing share of new vehicle sales represents cheaper

models with thinner margins.

The one index point decline in the confidence of both the manufacturing (from 36 to 35) and building
sectors (from 20 to 19) is so small that one could say that confidence has essentially remained stable.
While confidence levels of building contractors were largely consistent with the disappointingly slow
improvement in activity, flat confidence in the manufacturing sector hides much improved underlying

business conditions.

A number of factors might explain the detachment between manufacturing confidence and activity
rates. It could be that the fourth quarter resurgence in production volumes merely reflects catch up
from weak strike-affected levels the quarter before. Having experienced difficult times for so long,
respondents may therefore not trust the rebound. A similar conclusion is possible given the recovery
in export volumes. Some might feel it is only a matter of time before growing troubles in advanced
economies will hit demand and so stop the fourth quarter rebound in its track. Political uncertainties

domestically also remained high.

Bottom line

Against the backdrop of tremendous volatility in financial markets, troubling developments in the
global economy, especially in Europe, and increased political uncertainties domestically it is surprising
business confidence barely changed in the fourth quarter. Furthermore, underlying activity in all of the

sectors either improved or remained resilient.

The latest survey implies a slightly faster GDP growth rate in 4Q11 after the soft patch in 2Q and
3Q11.

George Kershoff
23 November 2011
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RMB/BER BUSINESS CONFIDENCE INDICES

(Cyclical downturns are shaded)
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RMB/BER BUSINESS CONFIDENCE INDICES*

Building . . New Vehicle | €0MPosite
Quarter G Manufacturing Retail Wholesale Business
ontractors Dealers
Confidence
00.3 32 33 28 44 57 39
00.4 17 31 14 36 50 30
01.1 25 41 20 19 59 33
01.2 24 39 32 49 51 39
01.3 35 47 24 32 54 38
01.4 38 47 47 52 52 47
02.1 45 56 46 79 60 57
02.2 46 69 66 92 67 68
02.3 59 69 66 90 54 68
02.4 53 61 71 90 46 64
03.1 55 57 42 74 69 59
03.2 51 50 61 57 29 50
03.3 65 42 57 49 59 54
03.4 70 47 65 59 64 61
04.1 74 55 62 62 88 68
04.2 78 58 77 73 66 70
04.3 79 63 79 87 87 79
04.4 93 67 87 91 98 87
05.1 91 63 72 73 92 78
05.2 90 61 83 81 94 82
05.3 94 68 82 85 99 86
05.4 92 68 79 91 92 84
06.1 94 72 84 78 99 85
06.2 87 69 81 85 85 81
06.3 87 67 81 93 95 85
06.4 90 75 88 89 71 83
07.1 90 78 84 77 72 80
07.2 88 78 88 94 50 80
07.3 83 65 81 92 37 72
07.4 83 69 68 81 34 67
08.1 68 46 49 46 30 48
08.2 47 37 53 51 38 45
08.3 41 30 49 33 15 34
08.4 42 31 49 44 0 33
09.1 33 16 52 31 5 27
09.2 23 11 47 36 12 26
09.3 24 22 35 17 19 23
09.4 23 19 44 27 29 28
10.1 26 28 51 50 60 43
10.2 20 28 38 47 49 36
10.3 25 30 52 50 79 47
104 20 41 63 47 51 44
11.1 18 51 58 65 84 55
11.2 21 51 47 47 76 48
11.3 20 36 48 31 58 39
114 19 35 56 38 44 38

# Percentage gross of respondents rating prevailing business conditions as satisfactory. 0 = extreme lack of confidence, 50 = neutral and 100 = extreme confidence. For example, an index
number of 56 indicates that 56% gross of respondents rated prevailing business conditions as satisfactory and 44% as unsatisfactory. An index number of 56 indicates a relatively high confi-
dence level.
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PROVINCIAL RMB/BER BUSINESS CONFIDENCE INDICES

(Cyclical downturns are shaded)
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PROVINCIAL RMB/BER BUSINESS CONFIDENCE INDICES*
Quarter Western Cape Eastern Cape KwaZulu-Natal Gauteng
08.1 45 46 47 54
08.2 26 43 34 56
08.3 30 30 40 31
08.4 26 30 44 33
09.1 34 10 28 24
09.2 27 18 28 28
09.3 23 14 35 17
09.4 34 19 36 35
10.1 44 36 50 51
10.2 38 33 36 41
10.3 42 47 39 52
104 43 59 41 42
11.1 56 60 65 56
11.2 41 57 53 54
11.3 35 46 44 39
11.4 41 34 52 36

# Percentage gross of respondents rating prevailing business conditions as satisfactory. 0 = extreme lack of confidence, 50 = neutral and 100 = extreme confidence. For example, an index
number of 56 indicates that 56% gross of respondents rated prevailing business conditions as satisfactory and 44% as unsatisfactory. An index number of 56 indicates a relatively high confi-
dence level.
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Copyright and Disclaimer.

This publication is confidential and only for the use of the infended recipient. Copyright for this
publication is held by Stellenbosch University. Although great care is exercised to record and
interpret all information correctly, Stellenbosch University, its division BER and the au-
thor(s)/editor do not accept any responsibility for any direct or indirect loss that might result
from accidentally inaccurate data and interpretations by third parties. Stellenbosch University
further accepts no liability for the consequences of any decisions or actions taken by any third
party on the basis of information provided in this publication. The view, conclusions or opinions
contained in this publication are those of the author(s)/editor and do not necessarily reflect
those of BER or Stellenbosch University.
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