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Nowcasting South Africa

Utilising PMI and official data to provide early estimates of GDP

In this research paper, we build on our previous nowcasting
work with Purchasing Managers' Index (PMI) data by
introducing a new model to provide early estimates of gross
domestic product in South Africa. The nowcast model draws
on both PM! and non-PMI data sources, taking advantage of
the timely release of PM|I survey data to provide GDP
nowcasts well in advance of official numbers.

The model was first run in March 2023, and thereafter on a
regular basis, to nowcast quarterly GDP growth. The late-
cycle nowcast of Q1 GDP on 18" May provided an estimate of
0.41%, compared to an official figure of 0.42% released on
6th June, nearly three weeks later. The latest Q2 GDP
nowcast signals marginal growth of just 0.04%.

Furthermore, our nowcast model allows for deeper insight
into economic drivers by comparing individual GDP
estimates from each variable that we use to derive our
overall growth nowcast. Grouping these individual estimates
also allows us to compare the impact of broad areas of the
economy such as production, services and trade.

What is nowcasting?

Nowcasting is a process of measuring what's happening in
the economy today, or in the near past or future, and has
become increasingly popular within the economics
community during recent years. This is largely due to the
long lead times associated with the release of official
government statistics, especially GDP.

Keen to understand the performance of the economy
closer to real-time, economists, investors and
policymakers understandably seek to exploit these time
gaps seen in official data publication by utilising an array of
more timely and higher frequency data sources.

Why nowcast South African GDP?

Official GDP estimates in South Africa have a particularly
lengthy lag time in their publication, generally releasing
over two months after the reference period. This makes
alternative data sources and nowcasting models even
more valuable compared to other countries and regions
with timelier official data releases.
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At the same time, South Africa has a wide array of
economic and survey data, more so than any other African
country, which makes it an ideal candidate for sourcing
indicators that are useful for predicting macroeconomic
variables such as GDP.

Previously, we have found that our own Purchasing
Managers' Index (PMI) dataset fits the bill as an ideal
candidate for use within nowcasting models. The PMI
dataset provides monthly information on a variety of
business metrics such as output, new orders, employment,
prices and inventories, and is typically released just after
the end of the survey month.

The South Africa PMI is derived from survey responses
from around 300 private sector businesses within the
country each month, covering sectors such as
manufacturing, services, construction and retail. Results
from the survey are released on the third working day of
the month following the reference period, making it a far
timelier indicator of economic conditions than GDP or
other official data.

Furthermore, historical PMI data has demonstrated a
strong relationship with GDP. Since the survey was first
conducted in mid-2011, the headline monthly PMI series
holds a 66% correlation with annual GDP growth figures
published on a quarterly basis.

South Africa PMI and GDP growth
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Nowcasting model for South Africa

Our South Africa nowcast model has been constructed in a
similar way to our previous models on the UK and
eurozone, utilising PMI survey data with official metrics
covering topics such as manufacturing output, current
account, retail sales and electricity generation. All data
incorporated in the model are monthly series and have
generally been transformed into a 3-month on 3-month
growth rate. A list of regressors used in the model is given
in table 5.

To straddle the gap between monthly regressors and a
quarterly dependent variable (GDP), we employ a Mixed
Data Sampling (MIDAS) technique which allows us to add
the individual components of the higher-frequency
variables as independent regressors. For simplicity, we
include the last three data points of each series, but
technically a greater number of lagged data points can be
included if they are determined to have a significant impact
on GDP. For example, if we are measuring Q1 GDP and have
manufacturing production data available to February, we
include December, January and February data to estimate
Q1 GDP growth.

As such, nowcasts typically improve in their accuracy as
data availability increases over a quarterly cycle. In early
February, we would likely only have January PMI numbers
as a direct measure of Q1 economic performance. By
March, we would also have February PMI numbers and a
handful of official data points such as industrial production
and price indices. The nowcast will therefore be likely to be
at its most accurate just before the release of GDP figures.

Instead of combining all the variables into one standard
ordinary least squares (OLS) regression, we have regressed
each variable against GDP to provide a set of independent
estimates for quarterly economic growth. From here we
use a dynamic weighting scheme to create our 'model of
models' estimate of GDP growth, i.e., individual growth
estimates are combined based on their historical accuracy
in predicting quarterly GDP, and these weights are allowed
to change during a typical nowcasting cycle in line with the
data news flow.’

Combining the individual growth estimates into broad
sectors also allows for the possibility of gaining deeper
insights into which areas of the economy are driving GDP in
each quarter (e.g. trade, production).

2023 nowcasting findings

The table below provides a summary of the nowcast
performance in Q12023. The gauge of the nowcast
performance is the Mean Forecast Error (MFE) which
shows the nowcast's accuracy in predicting past GDP

TIndividual weights are determined by Root Mean Square
Forecasting Error (RMSFE)
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figures using the data available. As the quarter progresses,
the MFE tends to decrease as more data becomes
available and better aligns with the period in question.

Table 1: South Africa Q12023 GDP nowcasts

Date 23-March 13-April  05-May 18-May
Nowcast 0.31 0.15 0.39 0.41
MFE 0.54 0.47 0.48 0.46

Source: S&P Global Market Intelligence

© S&P Global 2023

The actual GDP quarterly growth figure for Q12023
released on 6th June was 0.42%, which was only
fractionally above the nowcast conducted nearly three
weeks prior. Moreover, the nowcast on 5th May was just
0.03% away from the official figure.

One advantage of how the model is set up is that we can
delve deeper into the nowcasts given from the individual
regressors, as well as grouping these into different sectors
and types of sources. This allows us to monitor the impact
of production sectors versus services for example, as well
as the effect of trade, prices or labour conditions. We can
also compare the nowcasts given purely by PMI survey
data against non-PMI data.

Tables 2 and 3 outline the results given by these categories
in our nowcast conducted on the 18" May, including the
weighting of each category in the overall nowcast. For
instance, PMI| data series have a 35% weighting in the
nowcast compared to 65% for non-PMlI series. Production
(including mining, manufacturing and construction) and
services data series account for the majority of the model's
weighting, while smaller weightings are applied to Trade,
Labour and Other (which contains price indices and money
supply data).

The findings show that non-PMI data tended to signal a
stronger quarterly performance of the South African
economy than PMI data. Production sectors appeared to
perform weakly in Q1, signalling 0.15% growth, whereas
services sectors performed better and indicated 0.34%
growth. Other was the best-performing area in Q1, mostly
due to a ramp up of M2 money supply, while Trade also
signalled underlying strength.

Continued...


https://www.spglobal.com/marketintelligence/en/mi/research-analysis/nowcasting-europe-040719.html
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Table 2: Nowcasts by source type (18th May 2023)

PMI Non-PMI
Nowcast 0.20 0.52
MFE 0.66 0.38
Weight 35% 65%

Source: S&P Global Market Intelligence
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Table 3: Nowcasts by sector (18th May 2023)

Production Services Trade Labour Other

Nowcast 0.15 0.34 0.98 -0.18 134
MFE 0.49 0.47 0.62 0.85 0.65
Weight 42% 36% 9% 3% 10%

Source: S&P Global Market Intelligence
© S&P Global 2023
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The nowcast has subsequently been ran to estimate GDP
growth in the second quarter of 2023. Early nowcasts
suggested a modest decline in GDP in line with PMI data
indicating a contraction in economic output. More positive
signals later in the cycle point to an upturn, albeit only a
slight one. The latest nowcast on 16th August indicates
approximately 0.04% growth in Q2. According to sector
results, strength in manufacturing was greatly offset by
weak performances in services and trade.

Official figures are released on 6th September 2023.
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Table 4: South Africa Q2 2023 GDP nowcasts

Date 08-Jun 05-Jul 20-Jul 16-Aug
Nowcast -0.17 -0.27 0.1 0.04
MFE 0.56 0.48 0.45 0.46

Source: S&P Global Market Intelligence
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Summary

In this research paper we introduced a nowcasting model
to track economic growth across South Africa, drawing on
both PMI and non-PMI data sources to give reliable
indicators of growth well in advance of official data
releases. The model's use is particularly pertinent at
present, as energy supply issues and inflationary pressures
meant that the South African economy has garnered
significant attention from economists around the world.

The nowcasting modelis currently being used as a guide
for S&P Global Market Intelligence's estimates of growth in
South Africa. Going forward, the model will continue to be
used as both an accurate indicator and a tool for garnering
deeper insight into economic drivers such as services,
trade and prices. The model's continued success could
provide impetus for developing nowcasts in other countries
where official data releases have a particularly lengthy lag
time and would benefit from PMI-led models.

Table 5: Regressors used in nowcast model

Variable Source Group
Manufacturing PMI: Output PMI Production
Manufacturing PMI: New Orders PMI Production
Construction PMI: Output PMI Production
Index of Manufacturing Production  Stats SA Production
Index of Mining Production Stats SA Production
Electricity Generation OECD Production
Index of Construction OECD Production
Services PMI: Activity PMI Services
Services PMI: New Business PMI Services



Wholesale & Retail PMI: Qutput PMI
Retail Sales Stats SA
New Car Registrations OECD
Whole Economy PMI PMI
Value of Exports SARS
Value of Imports SARS
Real Effective Exchange Rate BIS

Whole Economy PMI: Employment PMI

Money Aggregate M2 Reserve
Bank

Consumer Prices Index Stats SA

Producer Prices Index Stats SA

Source: S&P Global Market Intelligence
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Links to more resources

Sign up to receive updated commentary in your
inbox here.

Calendar of upcoming PMI releases

Running commentary on the PMI survey findings

PMI Frequently Asked Questions

Background to the PMis (video)

Understanding the headline PMI and its
various subindices

PMI data use-case illustrations, from nowcasting to
investment strategy

PMI podcasts

How to subscribe to PMI data



https://ihsmarkit.com/Info/0220/subscription-pmi-blog.html
https://ihsmarkit.com/Info/0220/subscription-pmi-blog.html
https://www.markiteconomics.com/Public/Release/PressReleases?language=en
https://ihsmarkit.com/research-analysis/pmi.html
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https://ihsmarkit.com/videos/pmi-101.html
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