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Because of information lags and changes in expectations, the dynamics of the business mood, at times, may be at variance with the economic environment. As a result, the BCI should always be read with other economic data and the accompanying economic commentary. For notes on the BCI see the SACCI website at www.sacci.org.za

THE SACCI BUSINESS CONFIDENCE INDEX 
2005=100
	Month
	2003
	2004
	2005
	2006
	2007
	2008
	2009

	January
	83.1
	96.2
	99.0
	103.1
	101.5
	93.8
	82.4

	February
	82.8
	95.0
	99.8
	100.1
	100.5
	94.0
	

	March
	83.2
	95.9
	100.3
	100.9
	99.5
	93.9
	

	April
	84.0
	97.5
	100.1
	103.1
	101.9
	93.4
	

	May
	80.6
	97.2
	99.9
	101.4
	100.2
	93.0
	

	June
	83.2
	96.8
	100.8
	99.4
	99.1
	92.6
	

	July
	85.0
	96.4
	101.5
	99.1
	99.6
	92.8
	

	August
	87.2
	100.5
	99.2
	99.0
	98.1
	90.5
	

	September
	88.3
	103.0
	99.0
	97.7
	98.7
	89.9
	

	October

November
	91.6
	99.5
	99.1
	99.5
	96.9
	84.2
	

	
	94.2
	98.4
	99.5
	103.2
	95.8
	86.7
	

	December
	96.3
	97.7
	101.8
	103.5
	94.8
	83.8
	

	
	
	
	
	
	
	
	

	Average
	86.6
	97.8
	100.0
	100.8
	98.9
	90.7
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THIS MONTH’S BCI RESULTS

The SACCI Business Confidence Index (BCI) started on a sombre note in January 2009 as the BCI measured 82.4 – this after falling to its lowest level for 2008 of 83.8 in December 2008. The December reading was already down by 2.9 points from the 86.7 in November 2008 and it seems that adverse economic conditions remain globally pervasive and uncertain. The January 2009 BCI level is 21.1 points below the record level of 103.5 for the BCI recorded in December 2006 and 11.4 points lower than January 2008. 

The SACCI BCI movements during January 2009 continue to reflect uncertain global conditions affecting business confidence. It appears that the depth of the global financial crisis is much more severe than initially anticipated. The financial practices preceding the crisis backed a level of real economic activity that was not sustainable. The level of global activity therefore stands to be corrected and appears to be entering what may be severe structural adjustment before the recessionary conditions will wane. This process may continue through 2009 and well into 2010. 
The degree of openness of the South African economy (from a financial and trade perspective) makes it vulnerable to international economic and financial developments. Perceptions that the current global crisis, perpetuated by the sub-prime debacle, would not have serious consequences for South Africa were ill-informed. The severe decline in the SACCI BCI from October 2008 bears testimony to the impact of global economic conditions. 

Only four of the thirteen sub-indices made positive contributions to the BCI in January 2009 – compared to seven sub-indices in December 2008. Seven sub-indices had a negative impact on the BCI’s movement in January and two had no affect. 
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ECONOMIC COMMENTARY
PROTRACTED GLOBAL SLOWDOWN
Since the substantial decline of the SACCI BCI in October 2008, the trend in business confidence has been further downward. The domestic slowdown in the economy was met by global recessionary conditions in the advanced economies that left no country unscathed.  The biannual World Economic Outlook of the IMF in October 2008 forecast 3% global growth for 2009.  In an update in November 2008 (a month later) the IMF outlook for global growth was revised to 2% for 2009 and in January 2009, the IMF cut its forecast for global growth to a ½% for 2009.  The close frequencies of the revisions of these growth predictions by the IMF for 2009 indicate the underestimation of the suddenness and severity of the global economic slowdown.

The IMF predicts the output of goods and services by advanced economies to decline by 2% in 2009.  Newly industrialized economies will shrink by 3.9%, and although emerging and developing economics will still grow by 3.3%, it will be far below the 8.3% and 6.3% of 2007 and 2008, respectively.

The Balance of Payments (BoP) 
It is anticipated that import volumes by advanced economies will decline by about 3% in 2009 while import volumes of emerging economies will drop by more than 2%. This implies that exports by noticeably resource based economies will experience a much narrower market in international trade and end up with BoP difficulties if they cannot adjust import propensities.
Apart from the effect on international trade volumes, some economies, particularly emerging market economies, are in dire need of net financial inflows to finance huge deficits on the current accounts of their BoPs. With the second highest current account deficit as percentage of GDP among emerging markets, South Africa’s current account deficit was close to R190 billion in 2008 or 8% of GDP. 
From the start of the global financial crisis investors became risk reluctant and emerging market economies were the first to be affected by net financial outflows.  International lending also became less available and more expensive.  Emerging market economies also found repayment of existing debt more expensive due to the depreciation of local currencies against currencies of debt-providing countries. This contributed to even tighter overall BoP conditions for indebted emerging market economies.

South Africa experienced a substantial net selling of bonds and shares by non-residents.  In the second half of 2008, non-residents sold shares and bonds to the value of R76.3 billion.  In October 2008 (the month in 2008 when the SACCI BCI took its biggest dip), non-residents were net sellers of R49.8 billion shares and bonds. This contributed to the rand depreciating substantially against a SACCI weighted US dollar, euro and British pound. From January 2008 to January 2009, the rand depreciated by 18.7% against these weighted currencies.

The levels of import propensity and export penetration will also be affected by the adverse global economic climate.  Preliminary data for South Africa shows that export volumes were 4.8% up in December 2008 on a year earlier (Y/Y); 1.1% in November 2008, and not less than 26% higher in October 2008.  Estimated import volumes remained significantly higher – 34% Y/Y in December 2008; 30% Y/Y in November 2008; and 17% Y/Y in October 2008.  The accumulated deficit on the Trade Account increased by 26% in 2008 to R88 billion (preliminary figure).  The trade deficit, however, represents only about 25% of the current account deficit of the BoPs implying that the current account deficit for 2008 could be substantially larger.
The BoP developments will play a decisive role in South Africa’s economy well-being in 2009 given the global economic developments and a continued net inflow of funds.

Domestic Slowdown Continues
Although the some major economies are experiencing recessionary conditions, the intensity of which is difficult to ascertain, domestic economic conditions appear to be experiencing a relatively subdued impact.  The cyclical component of the sub-indices of the BCI appears to be petering out at the lower level (see charts below).  The sub-indices, in the period preceding the downward slump, reached levels that could not be sustained.  It will therefore take time for those activities to return to levels previously achieved only when the output side of the economy can perform in support of demand levels previously attained.
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In the first eleven months of 2008 retail sales volumes decreased by 2.3% year-on-year. This is a worse performance than the increase of 5.5% in 2007 and 9.7% in 2006.  Household expenditure was under severe pressure in 2008 due to high debt servicing costs, high debt levels and high prices of fuel and food.  It appears however that inflation is testing lower levels at present while the price of crude oil is about a third of what it was in the middle of 2008.  Lower debt servicing costs could further support household expenditure, while the National Credit Act should ensure more discipline in credit extension and responsible borrowing.

Manufacturing output, although not in a cyclical tailspin, is not contributing sufficiently to the economy.  Output rose by a meager 2.1% y/y in the first eleven months of 2008 after increasing by 4.8% and 4.2% in 2006 and 2007, respectively.  Although the construction industry performed well in 2008 as a result of large infrastructural investment, the real value of building plans passed in November 2008 was 37% below the peak in November 2005. The building industry is experiencing strong recessionary conditions. 

The vehicle industry is also experiencing harsh times as new vehicle sales slumped by 20.6% on average in 2008 compared to a decline of 5.1% in 2007. The industry registered an increase of 14.8% in 2006 and in 2005 the new vehicle sales boomed with an average annual increase of 26.2%. This industry experienced recessionary conditions since the second half of 2007.  
Liquidations of companies and close corporations increased by 4.7% from 2007 to 2008 as compared with a 4% increase from 2006 to 2007.  This change is not as strong as general economic circumstances would indicate and perhaps reflects an overburdened judicial system in finalizing cases of liquidation.  Medium and small businesses in particular found the business environment much tougher in 2008 than in 2006/07.

CONCLUSION

Economic conditions are tighter as international trade and global financial conditions remain uncertain and as new symptoms of the global crisis are exposed. The financial demise is running deeper than anticipated and is striking wider than expected.  Levels of economic activity preceding the slowdown in both the global and domestic economy cannot be used as a standard to be returned to as the financial practices that then underscored economy activity was not sustainable.  The recovery in local economic activity and business confidence will be indefinitely delayed while global economic uncertainty prevails. 

o-O-o

GENERAL ECONOMIC INDICATORS
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  Consumer inflation total urban & metro (%)

Dec-08

9.9

11.9

11.5

6.3

  Consumer inflation core urban & metro (%)

Dec-08

10.6

12.8

11.5

6.7

  Money supply (% 

Δ

 Y-o-Y) 

Dec-08

14.5

16.3

14.5

12.9

  Private sector credit (% 

Δ

 Y-o-Y)

Dec-08

14.0

15.3

14.0

19.2

  Prime overdraft rate eop (%) 

Jan-09

15.0

15.0

15.0

11.5

  Real prime overdraft rate eop (%) 

Jan-09

4.0

2.0

3.1

4.5

  Bond yield 5-10y govt eop (%)

Jan-09

7.35

7.20

7.4

8.9

  R / US$ average 

Jan-09

9.90

9.99

8.38

7.56

  R / Euro average

Jan-09

13.14

13.37

12.12

8.53

 Indicator

Date

Latest

Previous

2007

2002

 

 

 

  Income & wealth tax / GDP (%) saar

q3-08

16.8

16.2

15.9

14.1

  Total tax / GDP (%) saar

q3-08

28.0

28.3

29.0

25.6

  Public sector borrowing requirement / GDP (%)  

q3-08

4.1

0.8

0.3

0.9

  Public sector expenditure / GDP (%)

q3-08

26.8

25.9

25.0

22.5

  National government debt / GDP (%)

q3-08

24.4

24.8

28.0

42.4

 

  Imports / GDE (%)

q3-08

38.8

38.7

33.5

30.3

  Exports / GDP (%)

q3-08

36.6

36.7

31.5

33.0

  Net foreign financial flows / GDP (%) 

q3-08

10.2

8.1

9.6

0.6

  Current account balance / GDP (%)

q3-08

-8.9

-7.1

-7.3

0.9

  Gross domestic saving / GDP (%) saar  

q3-08

15.6

15.2

14.6

16.9

  Gross capital formation / GDP (%) saar  

q3-08

23.6

22.6

21.9

16.0

  Net fixed capital formation / GDP (%)  

q3-08

-

-

7.8

2.2

  GDP growth (% 

Δ

 Y-o-Y)  

q3-08

2.9

4.4

5.1

3.7

 


Notes: Δ=change; eop=end of period; Y-o-Y=year-on-year; q=quarter; saar=seasonal adjusted annual rate; GDP=Gross Domestic Product; GDE=Gross Domestic Expenditure. 
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