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KwaZulu-Natal economy hurt by strikes, interest rates



KwaZulu-Natal economy seems to have had a good February compared to last year, but compared to the previous month the province’s economy struggled due to the effects of extended labour unrest and the unexpected interest rate increase late January. The latest KwaZulu-Natal barometer, as compiled by Mike Schssler of Economists.co.za, gained 3.8% year-on-year, but declined by 2.4% month-on-month, the first decline in seven months. The year-on-year improvement in the barometer, not only for KwaZulu-Natal, but for the whole of South Africa, was not surprising given that 2013 started with the after-effects of the August 2012 events at Marikana. Because of the low base this created, the month-on-month comparison provides a better reflection of what recently happened in the KwaZulu-Natal economy.

Another noteworthy aspect of the KwaZulu-Natal barometer’s increase was the fact that the interest rate increase at the end of January does not seems to have had an immediate effect on the barometer’s year-on-year performance. The effect of an interest rate increase usually shows up quite quickly in the barometer, but in this case the rate hike of 50 basis points was possibly too small.

Stress index on the rise
The result of the rate increase was, however, clearly visible in the month-on-month performance of the KwaZulu-Natal stress index because the retail banks usually announce an increase in their lending rates only hours after the Reserve Bank lifts its benchmark repurchase rate. The economic stress index, which measures indicators like interest rates, inflation and unemployment, rose 1.5% month-on-month, the first increase in six months. While the stress index was still down year-on-year, the 1.1% decrease was substantially smaller than the previous two months’ decreases and with rising inflation in KwaZulu-Natal almost touching the upper end of the Reserve Bank’s 3% to 6% inflation target, economic stress is expected to start having a negative effect in the province’s economy.

Economic growth up compared to last year
Overall, economic growth in KwaZulu-Natal also reflected the two different stories, depending on whether one looks at the year-on-year or the month-on-month picture. Compared with last February, the province’s economy grew 2.7%, the 14th consecutive month of growth, which still gives a lot of hope. Month-on-month the KwaZulu-Natal growth index was down 0.9%. 

Agriculture: KZN’s star performer
Agriculture in KwaZulu-Natal continues to boost the province’s economy. The agriculture index was up 3.3% year-on-year and 0.4% month-on-month. Increased maize production helped to grow crops by 38.1%, while cattle and pork production and sugarcane crushed also increased. Forestry has been more or less unchanged for the last year, but in general agriculture has had a good few months in KwaZulu-Natal.


Mining: growth slowing
The KwaZulu-Natal mining index increased year-on-year for the second month in a row, but the 4% increase was a marked slowdown from the previous month’s 14% jump. The slump in mining activity is clearly visible in the 23.8% month-on-month fall in the index. Coal production, which accounts for 72% of mining in KwaZulu-Natal, was down 8% from a year ago, while mining of building materials was up 12%, following a 35% increase the previous month. Building materials are providing a welcome and unexpected boost to mining in KwaZulu-Natal.

Slight increase in construction not here to stay
Construction in KwaZulu-Natal increased 1.3% year-on-year, the first increase in 14 months. While the small increase is most likely not the start of a positive trend in the struggling construction industry, it is definitely linked to the increase in the mining of building materials in the province. Some businesses are probably still catching up and finalising projects that were started late in 2012 or in 2013, so the construction index may drop again in March or April. While there may be some hope in the construction sector, one cannot rely on the sector to help boost the KwaZulu-Natal economy, especially after the strikes that hurt the industry late last year.  Even lumber sales, which have been the one positive factor in construction over the last half year was down by 1.6%. The decline in lumber sales is, however, normal around the start of the year and is expected to pick up again towards the middle of the year as informal building projects increase. Month-on-month the construction sector still struggled and was down 10.6%.

Electricity under pressure
The KwaZulu-Natal electricity index was up only 0.8% year-on-month, compared to growth in excess of 4% for several months last year. Month-on-month, the index dropped 8.9%. Even before the recent general load-shedding by Eskom, several big electricity users have already cut their usage substantially at request of Eskom, and this is reflected in the electricity index drop. These cutbacks are expected to continue and even get worse in the coming winter months.

Manufacturing disappoints
Manufacturing is still struggling in KwaZulu-Natal and with a 1% decrease it was the only index in the barometer which declined year-on-year. This is not good for the economy of the province or the country as a whole. In KwaZulu-Natal manufacturing contributes almost 26% to the provincial economy, and for South Africa, the sector accounts for around 15% of gross domestic product. Ever since the labour unrest in vehicle manufacturing last year, the sector has been struggling to catch up and the trend will likely continue. Even the more competitive exchange rate is not really helping manufacturing, all sub-sectors of the industry, aside from clothing and textiles, were down.

Trade shows promise
The KwaZulu-Natal trade index grew 4.4% year-on-year and is one of the few that also grew month-on-month, by 2.1%.  The trade index was supported by a small increase in retail sales, but the big boost came from the 7.1% increase in wholesale, which shows that wholesalers are still building inventory in an attempt to hedge against expected increased inflation. Vehicle sales were up 8.5%, the first time in four months that car sales in KwaZulu-Natal did not grow by double-digits.

Transport and communication shows strong growth
The transport and communication index was, as usual, supported by growth in local browsers and grew 7.3% year-on-year. Arrival numbers at KwaZulu-Natal’s King Shaka International Airport have been declining for two years and were down 2.2% in February. Although airports are still struggling, the decrease is not as big as some of the decreases recorded last year, showing that arrival numbers may start to pick up later this year.

Finance, real estate and business services show insignificant growth 
The finance, real estate and business services index was up by only 0.5% year-on-year, the slowest growth in 14 months. The slow growth in the finance sector shows that many private businesses continue to struggle, while it also reflects a weak performance by the JSE because of the economic stress that South Africa is experiencing. In KwaZulu-Natal advertising has also experienced some problems and dropped 9.3% year-on-year. While being good news for the economic stress index, the 17.4% drop in civil debt cases in KwaZulu-Natal meant less work for lawyers, and also contributed to the weak performance of the finance sector. Mortgages showed a slight improvement with growth of 1.9%, which may point to some hope in the property sector.

Government spending not performing as expected
Spending by the national, provincial and local levels of government grew 5% year-on-year, just slightly down from January’s 5.2% growth. Month-on-month the government index was down 2.4%, which is somewhat unexpected given that government spending usually increases as elections and the end of the government’s financial year draw closer.



Results Table: February 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 3.3% 0.4% 2.5% -4.9%

Mining Index 4.0% -23.8% -18.2% -7.9%

Manufacturing Index -1.0% 1.5% 5.6% 4.7%

Electricity Index 0.8% -8.9% 1.1% 0.5%

Construction Index 1.3% -10.6% -12.3% -5.9%

Transport Index 7.3% -0.3% 2.8% 15.5%

Trade Index 4.4% 2.1% 4.1% 15.4%

Government 5.0% -2.4% 8.0% 17.3%

Finance, Real Estate and Business Services Index 0.5% -1.8% -0.5% -7.0%

Kwa-Zulu Natal Growth Index 2.7% -0.9% 3.4% 6.7%

Kwa-Zulu Natal Stress Index -1.1% 1.5% -0.5% 0.2%

Kwa-Zulu Natal Barometer

3.8% -2.4% 3.9% 6.5%
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