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Fixed investment in KwaZulu-Natal slowing


Fixed investment in KwaZulu-Natal slowed in recent months as growth in some of the major sub-categories of fixed investment in the province slowed. The latest total KwaZulu-Natal fixed investment monitor, as compiled by Mike Schssler of Economists.co.za, increased by 15.9% year-on-year, but turned negative quarter-on-quarter for the first time in eight months with a 2.9% decline.

Four of the six fixed investment sub-indices were negative quarter-on-quarter in April and one – transport equipment investment – also declined on a year-on-year basis. The 9.1% year-on-year decline follows a 4% decline the previous month. This was surprising as the index was only expected to taper off from its double-digit growth in the preceding eight months. 

Lacking ship and aircraft purchases force transport equipment investment down
Investment in transport equipment, which has been one of the star performers in the fixed investment index in KwaZulu-Natal and contributes 14% to the province’s total fixed investment index, declined by 19.6% quarter-on-quarter.
Investment in land transport is feeling the pressure on the freight industry and is slowing. In April, investment in land transport equipment grew by only 5.9% year-on-year, while it was still growing by more than 30% only two months before. While imports are still standing strong, the fact that exports are underperforming could be the driving force of this decline.

The big driver of the decline in transport equipment investment was the 26.1% year-on-year drop in investment in ships and aeroplanes. This is, however, a very volatile figure due to the large amounts involved in purchasing ships and aeroplanes. For the preceding 13 months this investment category grew by double- and sometimes triple-digits.

The higher oil prices early this year might have motivated companies to purchase more fuel-efficient aircrafts, but the weaker economy in recent months means these companies could now be somewhat wary to purchase new equipment and are waiting to for the economy to play its hand.

The weakening of the rand’s exchange rate in April also led to business holding back on purchases of ships and especially aircraft, as businesses are worried about the slow pace of increase in air travel.

There is no doubt that the transport index will make a comeback as soon as the purchase of aircrafts resumes, which will be driven by private airlines in the next four to five years. At present these companies, and especially SAA, just do not have the money to make substantial aircraft purchases.

RDP housing and informal building keep buildings investment afloat
Investment in buildings in KwaZulu-Natal increased by 23% year-on-year and declined by 4.4% quarter-on-quarter, the first decline in six months. Investment in non-residential buildings was down 28% year-on-year and investment in residential buildings was down 11%. Propping up the buildings index was the 12.4% year-on-year growth in lumber sales, which shows a lot of informal building is still going on, and the 100% year-on-year increase in RDP houses built.

Civil construction investment slowing, but still on route
Investment in civil construction slowed in April, but was still positive year-on-year and quarter-on-quarter, by 17.4% and 9% respectively. The growth was driven by a 27.4% increase in imported civil construction material, which was down from its peak growth of 46% in February. Investment in structural steel was up 6.7%, which shows roads and bridges are still being built. Due to the continued lack of up-to-date data for asphalt and bitumen sales, the investment in roads as part of civil construction is difficult to measure, but some road construction is happening in KwaZulu-Natal.

Transfers investment still in recovery
Investment in transfers grew by 3.1% year-on-year and declined by 4.4% quarter-on-quarter. Generally speaking the property market in South Africa is still only at half the level it was before the great recession of 2008 and 2009. Although there is some growth from time to time in the property market, it will remain in recovery mode for much longer than most people anticipated.
This means that although investment in transfers only contribute 2% to the KwaZulu-Natal fixed investment monitor, and may from time to time show a lot of volatility, it will increasingly become a leading indicator to the building and construction sectors, especially on the residential building side.

ICT equipment investment slowing due to weak rand and economy uncertainties
Investment in ICT equipment in KwaZulu-Natal grew by 10.1% year-on-year – the slowest growth in eight months – and fell by 15.3% quarter-on-quarter. The quarter-on-quarter decline could be due to businesses holding back on purchases in the light of the weaker rand. There has also been a lot of pre-emptive buying in anticipation of the weaker rand, as well as massive ICT investment across SA with specific investment between the coastline of KwaZulu-Natal and Gauteng. This may now be coming to an end. Many businesses are waiting to see how the market plays out, as the predominant growth in the ICT sector at the moment is in mobile internet connections and cell phones. Businesses are holding back and waiting for newer products to arrive before investing.

Bullish outlook for machinery investment
Investment in machinery also saw the effect of pre-emptive buying in anticipation of a weaker rand. In this case, however, imported machinery purchases are still being made. Investment in machinery grew by 20.9% year-on-year, but was basically unchanged on a quarter-on-quarter basis. Investment in imported machinery will probably suffer a temporary slowdown or even decline for a month or three from the high base of pre-emptive buying. One of the upshots of the high levels of imported machinery is that businesses are still upgrading their factories and machinery. They seem to be getting ready for a potential uptick in local and export markets, which will benefit from a weaker rand.

Results Table:
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	20.9%
	0.0%
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	Total Investment Index
	15.9%
	-2.9%
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