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Business confidence increases sharply

Executive Summary

e The RMB/BER BCI jumped from 44 points in the fourth quarter of 2010 to 55 in the first quarter of 2011.

e Business confidence increased in the motor trade, wholesale trade and manufacturing sector and declined in

the retail and building sectors.

e The latest RMB/BER BCI results imply prospective higher levels of corporate investment and that the growth
momentum is spreading, with the exception of the building sector, to more industries than merely the trade

sectors.

Results

The RMB/BER Business Confidence Index (BCI) jumped from 44 points in the fourth quarter of 2010 to 55 in the
first quarter of 2011. An index number in net positive territory i.e. above the neutral level of 50 means there are
now more companies that are optimistic than pessimistic about prevailing business conditions. The last time this

was the case was three years ago.

Business confidence increased in three of the five sectors making up the RMB/BER BCI namely the motor trade,
wholesale trade and manufacturing. Confidence declined in the retail and building sectors. In terms of headlines,

the following points are worth making.

e After stock shortages and fears of lower sales in the wake of the new carbon emission tax depressed senti-
ment during the fourth quarter, business confidence in the motor trade rebounded strongly to 84 index points

in the first quarter of 2011. This is the highest level in five years.

¢ Wholesale confidence surged to 65 index points in the first quarter. This is after confidence fluctuated around
the neutral level of 50 throughout the whole of 2010.

e While having mostly lagged the trade sectors, confidence in manufacturing started catching up towards the
end of last year. It made up further lost ground in the first quarter by registering another big increase of 10

index points, to 51 in the first quarter.
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e Other than higher sales volumes which boosted confidence in motor trade, wholesale trade and manufactur-
ing, these sectors also benefitted from an apparent improvement in pricing power and a related increase in
profitability. In contrast to earlier quarters, a considerable rise in the rate of increase of purchase and selling

prices was observed uniformly across these sectors in the first quarter.

e With respect to the retail sector, confidence retracted slightly to a still high level of 58 in the first quarter
against a trough of “only” 35 in mid-2009. The latter is not only higher compared to turning points reached
during previous economic downturns, but it also compares favourably with other sectors. For example, during
the 2008/2009 downturn, confidence reached a bottom of zero in the motor trade, 11 in manufacturing and

17 in wholesale trade.

e Building remains the only sector where there is still virtually no sign of a recovery. Confidence edged lower to
18 from 20 points in the fourth quarter, bringing the index to its lowest level in more than a decade. While
sentiment is currently depressed, it is worth mentioning that viewed from a long-term perspective, business
confidence has been lower during previous down-cycles (1985/1986, 1992/1993 and 1998/1999). Moreover,

building cycles are long term in nature and typically lag those of other sectors in the economy.

Bottom line

It is pleasing to see that CEOs continue to raise their levels of optimism regarding prevailing business conditions as
well as the strength and sustainability of the economic recovery. This is a good sign since improved levels of busi-
ness confidence typically lead capital expenditure which, in turn, is an encouraging prospect not only because it
has been lacking so far in the economic upswing, but also as persistent bottlenecks, particularly at provincial and
municipal level, continue to constrain fixed investment by the public sector. Other than prospective higher levels of
corporate investment, what the latest RMB/BER BCI results also imply is that growth momentum is spreading, with
the exception of the building sector, to more industries than merely the trade sectors. In this respect, the 21 index
point jump in manufacturing confidence over the past two quarters is notable. In all, the sharp increase in the
RMB/BER BCI during the first quarter signals that strong GDP growth was probably sustained during the beginning
months of 2011.

George Kershoff
8 March 2011
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RMB/BER BUSINESS CONFIDENCE INDICES
(Cyclical downturns are shaded*)
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* Although the economy may already have entered an upward phase of the business cycle, the SA Reserve Bank has yet not determined the lower turning point.
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RMB/BER BUSINESS CONFIDENCE INDICES*

Building . . New Vehicle | €OMPosite
Quarter Manufacturing Retail Wholesale Business
Contractors Dealers Confidence
99.4 16 46 43 21 52 36
00.1 20 53 34 43 71 44
00.2 22 35 23 41 57 36
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
10.4 20 41 63 47 51 44
11.1 18 51 58 65 84 55

# 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
07.2 80 87 87 77
07.3 64 68 79 79
07.4 71 76 75 68
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

# 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.

* Although the economy may already have entered an upward phase of the business cycle, the SA Reserve Bank has yet not determined the lower turning point.
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Copyright, Stellenbosch University.

All rights reserved. No part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form or by any means,
electronic, mechanical, photocopying, recording, or otherwise without prior permission in writing from the copyright owner. This information is
provided for the exclusive use of subscribers to the BER’s macro service and may not be passed on to third parties.

Disclaimer

This publication is confidential and only for the use of the intended 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 interpreta-
tions 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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