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KwaZulu-Natal shows fragility of South African economy
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KwaZulu-Natal's economy is showing the fragility of the South Africa’s general economy, where the rand is weak and inflation close to the upper end of the Reserve Bank's 3% to 6% target range. The latest KwaZulu-Natal barometer, as compiled by Mike Schüssler of Economists.co.za, declined 3.3% year-on-year, the biggest drop in more than a year, as economic stress increased sharply. While the barometer grew 0.6% on a month before, it was down 0.8% quarter-on-quarter. 

Stress index surging
There is definitely some growth in the KwaZulu-Natal economy, as seen in the growth index which was up 4.1% and also increased on a month-on-month and quarter-on-quarter basis. However, the provincial stress index, which measures the effect of indicators like interest rates, inflation and unemployment on the economy, surged by 7.6% year-on-year. This was despite a 30.9% drop in civil debt cases, which usually means less stress for consumers. The increase in the index was driven by interest rates that are 75 basis points higher than a year ago, KwaZulu-Natal's 6.2% inflation, which is higher than the national rate of 5.9%, and a sharp increase in unemployment to 24.1% this October compared with 20.4% a year ago.

Transport and communication index riding on the back of communications boom
The KwaZulu-Natal transport and communications index was once again the biggest driver of economic growth in the province, mainly because of an increase in communications. The index grew 28.2% year-on-year, the fifth consecutive month of double-digit growth, and grew 3.7% month-on-month and 13.4% quarter-on-quarter. Communications increased by 54.9% and land transport by 6.2% as the lower oil price drove down domestic fuel prices, which made it cheaper to transport goods. While the volume of cargo handled at the province's two ports decreased by 1%, the number of passengers arriving at King Shaka International Airport grew by 3%, the third consecutive month of growth. This shows some level of confidence returning as people increasingly become willing to spend money on air travel again. 

Trade index on the up
Trade in KwaZulu-Natal also showed some glimmer of hope as the trade index grew by 3.6% year-on-year and was up 13.1% from its level of three years ago. There is, however, some near-term weakness in trade as the index was negative on a month-on-month and quarter-on-quarter basis. Retail sales growth has been picking up over the last six months and was 9.3% in October, the strongest since before the 2009 recession. The business of hotels and restaurants also increased, by 3%. 

Finance, real estate and business services index disappoints
The KwaZulu-Natal finance, real estate and business services index has not grown on a year-on-year basis at all in 2014 and was down 3.9% in October. This was driven by the 30.9% drop in civil debt cases, which meant less work for lawyers. While property transfers and instalment sales grew, advertising declined by 7.3% and mortgages by 3.6%, also dragging down the index. 

Agriculture shows slowdown in growth due to dry conditions
Agriculture in KwaZulu-Natal has been growing steadily over the last year, but the drought in recent months as led to slower expansion in sector. Year-on-year the agriculture index increased 2.3%, but month-on-month and quarter-on-quarter the index declined, indicating the slowdown in growth. Field crop output slowed to 6% year-on-year and meat production declined by 6.8%, mainly driven by a 7.3% drop in beef. Sugarcane crushed increased by 8.4%. The KwaZulu-Natal government declared eight areas in the province that were hit by the drought disaster areas during October. While agriculture should recover in coming months once it rains, it will take a while for production to get back to previous levels.

Mining index surprises with small gain
The KwaZulu-Natal mining index has bounced back and grew 1.7% year-on-year after three months of decline. The index was up only 0.2% on the previous month, showing that the recovery is still quite shallow. The increase was largely because of an 8% increase in the production of coal, which accounts for 72% of the province's mining industry. Mining of building materials grew 3.1% even as the construction industry still suffers and production of other non-metallic minerals declined by 6.1%.

Glimmer of hope for manufacturing
Most of the categories in the KwaZulu-Natal manufacturing index grew on a year-on-year basis, but the index declined by 0.3%. This was the smallest decline in five months. The manufacturing index was held back by slow or no growth in its largest categories, like petroleum and chemical products, which grew only 1%, and basic ferrous and non-ferrous metals, where output was unchanged from a year before. Vehicle production surged by 122%, but this was due to the low base created by the strikes at carmakers and component manufacturers last year, which halted output for several weeks. 

Construction continues its non-performance
The KwaZulu-Natal construction index has declined for seven of the first 10 months of the year and was down 5.5% year-on-year in the most recent barometer. While the index increased 5.1% month-on-month, it was down 0.3% on the previous quarter. The continued lull in construction was due to a 12% drop in buildings completed, the 22nd consecutive month of decline, as most residential and non-residential buildings categories contracted. Lumber sales declined by 0.3% after 14 months of growth, showing that overall less building activity is happening, whether it is formal or informal. The year-on-year decline should start to slow in coming months as the last few months of last year showed relatively high levels of building activity, creating a higher base.

Electricity usage down
Electricity production in KwaZulu-Natal declined by 5.9% year-on-year, the third month of decline and was also down on a month-on-month and quarter-on-quarter basis. The index was 5.8% down from its level of three years ago. The decline is due to a combination of rolling blackouts enforced by Eskom, high power prices which cause electricity users to cut consumption and look for alternatives, and less productivity at factories and mines, which are the most power-intensive users. The decline in electricity is expected to continue as big consumers in most provinces have cut down their consumption.

Longer-term growth expected in government spending 
The KwaZulu-Natal government index grew 0.4% year-on-year, the slowest growth since March, and was down 1.4% month-on-month and 2.5% quarter-on-quarter. While spending by the national, provincial and local government in KwaZulu-Natal is growing conservatively over the longer term, is it being cut back on the near-term. While this could be part of the cost-saving measures announced by finance minister Nhlanhla Nene, the lack of growth in government spending, which contributes 14.4% to the KwaZulu-Natal economy, could strain growth. 

Results Table: October 2014
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Main and sub indices of  Kwazulu-Natal Barometer

% Change on a 

year ago

% Change on a 

month ago

% Change on a 

Quarter ago

 % change 

on 3 years 

ago

Agriculture Index 2.3% -0.5% -2.7% 0.1%

Mining Index 1.7% 0.2% -2.7% 5.3%

Manufacturing Index -0.3% 1.9% 0.6% 2.6%

Electricity Index -5.9% -0.6% -5.3% -5.8%

Construction Index -5.5% 5.1% -0.3% -12.8%

Transport Index 28.2% 3.7% 13.4% 42.0%

Trade Index 3.6% -0.1% -0.5% 13.1%

Government 0.4% -1.4% -2.5% 7.5%

Finance, Real Estate and Business Services Index -3.9% -0.2% -1.1% -20.2%

Kwa-Zulu Natal Growth Index 4.1% 0.9% 1.4% 5.2%

Kwa-Zulu Natal Stress Index 7.6% 0.3% 2.1% 11.7%

Kwa-Zulu Natal Barometer

-3.3% 0.6% -0.8% -5.8%
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