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       Global slowdown affecting KZN economy


The global economic slowdown is affecting economic growth in KwaZulu-Natal over the short term, but year-on-year the province’s growth index strengthened by 4,1% in June, compared to 3,1% the month before. This was also reflected in the latest KwaZulu-Natal barometer, as compiled by Mike Schüssler of Economists.co.za. The barometer grew by 4,1% in June, its strongest growth in four months, but was negative on a month-on-month and quarter-on-quarter basis.

Agriculture on the road to recovery
Despite the difficult economic conditions, agriculture in KwaZulu-Natal has been one of the big surprises in recent months and seems to be on its way to growth. The KwaZulu-Natal agriculture index was still down year-on-year, but the 2,4% decline was the smallest since last October. The index was only 0,4% down on the month before and turned positive with growth of 1,8% on a quarter-on-quarter basis.
The improvement in agriculture is partly due to the fact that the sector is, to some extent immune to the normal business cycle, as people always need to buy food. However, the sector does have its own cycles, like the recent drought in the province which contributed to the earlier slowdowns.  
Beef production, which constitutes 84% of KwaZulu-Natal’s meat production, was still down – by 7,8% year-on-year – but this was much better than the decline of more than 50% only four months earlier. Overall meat production declined by 10% year-on-year compared to 49,9% four months earlier.
Production of field crops also performed strong and grew by 42,8% year-on-year.

Mining index boosted by coal production 
The KwaZulu-Natal mining index, which makes the smallest contribution to the KwaZulu-Natal barometer, increased by 1,2% year-on-year compared to last month’s decline of 0,1%. This is mainly thanks to a 6% increase in coal production, which makes up 72% of the province’s mining sector. There are, however, rumours in the market that some Chinese companies are not paying on time for coal shipments from South Africa, Australia and Indonesia. So although coal production is up, the money might not be flowing to KwaZulu-Natal very easily.

Electricity usage trend surprises
Coal is also used domestically as the biggest source of electricity generation. Electricity usage usually pick up in the winter months, but the KwaZulu-Natal electricity index fell by 8,7% year-on-year, the biggest fall in a decade. The index was also down on a month-on-month and quarter-on-quarter basis. The big decrease in electricity usage might be due to Eskom requesting big factories, like the aluminium smelters in Richards Bay, cut back on electricity and by buying back some electricity. The increase in Eskom’s tariffs this year most likely also played a role in decreased usage.

Manufacturing slowing down
The manufacturing sector is one of the big industrial users of electricity. The KwaZulu-Natal manufacturing index grew by only 0,7% year-on-year in March, its slowest growth in 10 months. The index fell due to a decline in the manufacturing of textile products and basic ferrous and non-ferrous metal products. This is due to the slowing business cycle. On the positive side, food manufacturing is making a comeback with 12% growth as agriculture is turning around. The manufacturing of vehicles, petroleum products and furniture also showed strong growth after some disappointing months. The manufacturing of wood and paper products was up 1% after declining by 1% the month before, which points to the wood market being weak at the moment.

Short-term gains for construction 
The KwaZulu-Natal construction index is performing surprisingly well short term and grew by 6,9% month-on-month and 6,5% quarter-on-quarter. However, on a year-on-year basis, the index was still down by 10,8% as the building industry, which has been very volatile, was down 22,3%. The building of big and small houses is making a comeback, but the only commercial buildings category that seems to be growing, is industrial and warehouse space. Lumber sales were the only clear positive in the KwaZulu-Natal construction industry and grew by 14,4% year-on-year, the third consecutive month of double-digit growth.

Trade index on the up
The growth in lumber sales also reflected in the sales of hardware stores, which forms part of retail sales, and is shown in the KwaZulu-Natal trade index. The trade index grew by 6,7% year-on-year. Retail sales were up 3,1% and the biggest growth in retail goods was the 18,2% growth in hardware and glass sales. The growth in hardware sales also show that people are upgrading or adding to their existing houses instead of buying or building new houses. However, these building projects do not always go through the formal channels to be reflected in building statistics.
Vehicle sales were still booming with year-on-year growth of 15,3% and petrol sales increased by 2,1% as the petrol price came down.
Wholesale sales grew by a hearty 12,5% thanks to strong retail and vehicle sales.
The one negative in the trade index was the 4,2% decline in the business of hotels and restaurants as consumers seem to be cutting down on some luxuries.

Impressive growth seen in Transport and Communication Index
The KwaZulu-Natal transport and communications index grew by 12,8% year-on-year, the strongest growth in more than a year. This was once again driven by communications, which grew by 21% as cell phone minutes used increased by 10,1% countrywide and page impressions on local browsers grew by more than 50%.
Port activity also contributed to the growth in the transport and communications index. The volume of cargo handled at the ports of Durban and Richards Bay increased by 8,6% year-on-year, which shows there is still substantial growth in imports. This also reflected in the 3,3% growth in land transport volumes in KwaZulu-Natal.
Airport arrivals at King Shaka International Airport were 4,2% lower than a year ago as people cut back on luxury travel costs. This was somewhat disappointing given how well the airport did when it was completed and opened two years ago.

Finance, real estate and business services disappoints
The finance, real estate and business services sector was negative for the eighth consecutive month. The 4,7% year-on-year decline was due to another double-digit decline in advertising and a 27,1% decline in civil debt judgements, which is bad for the business of lawyers. However, the latter is positive for economic stress levels.
Property transfers were up 2,7% after three negative months and mortgages grew by 2,8%.
The slight improvement in the property market was brought about by house prices adjusting downwards without people’s salaries adjusting accordingly, making property slightly more affordable. Activity in the property market is still at only half the levels it was seven years ago and the property market will have to make more of a comeback before construction will really improve. The market will grow in single digits for some time, but with the lower interest rates and other supporting factors it should make a real comeback.

Stress index shows improvement
The recent cut in the prime lending rate by the Reserve Bank is not reflected in the KwaZulu-Natal stress index yet, but should help to lower the economic stress in the province in coming months. The stress index was neutral after it increased slightly for two months. The improvement in the index was driven by a drop in the KwaZulu-Natal unemployment rate, from 20,3% last June to 19,8% this June, and a drop in the province’s inflation rate to 5,8%.

Government spending supporting the KZN economy
National, provincial and local government spending, which accounts for more than 14% of the KwaZulu-Natal economy, grew by 8,5% year-on-year after spending growth hit a low of 1,2% in March. In a slowdown, such as the current one experienced, government needs to spend money to help grow the province’s economy.
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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 -2.4% -0.4% 1.8% -6.0%

Mining Index 1.2% -0.2% -0.1% 2.2%

Manufacturing Index 0.7% -1.0% -3.6% 8.8%

Electricity Index -8.7% -2.4% -8.2% -7.5%

Construction Index -10.8% 6.9% 6.5% -35.9%

Transport Index 12.8% -0.8% -1.1% 37.4%

Trade Index 6.7% -1.2% -0.4% 17.8%

Government 8.5% 0.3% 9.2% 41.5%

Finance, Real Estate and Business Services Index -4.7% 0.9% -1.2% 0.0%

Kwa-Zulu Natal Growth Index 4.1% -0.4% 0.3% 17.0%

Kwa-Zulu Natal Stress Index 0.0% 0.0% 0.9% -4.3%

Kwa-Zulu Natal Barometer

4.1% -0.4% -0.6% 22.2%
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