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High stress levels impeding economic activity in KwaZulu-Natal
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Unemployment, consumer debt and higher interest rates than a year ago are driving up economic stress in KwaZulu-Natal and affecting economic activity in the private sector. The latest KwaZulu-Natal barometer, as compiled by Mike Schüssler of Economists.co.za, declined 4.4% year-on-year, the biggest drop in 24 months, and was down 6.7% from three years before. 

Stress on the up
The economic stress index increased 11.6% year-on-year, the second consecutive month of double-digit growth, and was also up on a month-on-month and quarter-on-quarter basis. The sharp increase was mainly due to unemployment, which increased to 24.1% from 19.9% a year before, and interest rates which were 75 basis points higher in December than the previous year after the Reserve Bank tightened policy twice last year. While inflation in KwaZulu-Natal dropped to 5.3% in December, well within the Reserve Bank's 3% to 6% target band, civil debt cases surged by 17.2% after declining year-on-year for 12 months. The sudden jump in civil debt cases, although it means more work for lawyers, was a strong contributor to economic stress in the short term. 

Economic growth index strong
The surge in the stress index to some extent mitigated the strong performance of the economic growth index, which continued to be strong and increased by 6.7% year-on-year, the most in almost four years. Month-on-month the growth index was up 0.3%, and quarter-on-quarter it increased by 3%. The performance of the growth index shows there is still some hope in the KwaZulu-Natal economy. If unemployment decreased to at least 20% or less there should be a decline in the stress index, but that is unlikely to happen any time soon as joblessness is part of a national structural problem in the South African economy. A decrease in interest rates could also help to lower the stress index, but even with the recent drop in the oil price, which led to a slowdown in inflation, lower borrowing costs are not likely soon.

Agriculture disappoints
After making some strong contributions to the KwaZulu-Natal economy over the course of 2014, agriculture in the province took a turn for the worse late in the year and year-on-year growth slowed to 0.2% compared with growth of 8% or more in April and May. Month-on-month agriculture was down 0.1%, quarter-on-quarter it declined by 0.9% and the index was 4.1% lower than three years ago. The slowdown in year-on-year growth and the outright declines over the shorter term show the effect of the drought in the province. While sugar production was up by 8%, production of field crops slowed down and only grew by 1%. Total meat production was down by 12% on a year ago, but the production of lamb increased month-on-month and year-on-year. While this is the most expensive type of meat, some consumers allow themselves the luxury of lamb and mutton over the Christmas period, when they have a little more to spend, which they would not have done otherwise. The price of lamb usually increases over the festive season due bigger demand, which makes it a profitable time for sheep farmers.

Mining looking bleak
Growth in the KwaZulu-Natal mining index fell back to 2% year-on-year, from 3.2% in November. This was due to a 4.2% decline in coal production, which accounts for 72% of mining in the province, and a 6.4% drop in the mining of building materials. This decline is also reflected in the continued downward trend of the construction index in KwaZulu-Natal. The mining of other non-metallic mineral products, like glass and lime, which are also sometimes used in building projects, however, increased by 21.4%, which could point to some future building activities being planned.  

Manufacturing surprises
The KwaZulu-Natal manufacturing index was up 3.7% year-on-year, continuing its tentative recovery after several months of declines or very slow growth in 2014. The increase in manufacturing was mainly driven by an 8% increase in radios, televisions and professional equipment. Although these items are usually seen as luxuries and expensive, especially in the run-up to Christmas, many people use some of their bonuses to splurge on such items, either as gifts or for themselves. New technology also leads to people replacing their televisions more often than before.


Electricity down
With the two energy-intensive sectors in the KwaZulu-Natal economy showing slow, but certain growth, the fall in electricity usage slowed down somewhat. The electricity index was down 3% year-on-year, the slowest decline in four months, and increased on a month-on-month and quarter-on-quarter basis. While most businesses scale down their operations in December, some KwaZulu-Natal industries may have decided to continue operating before the loadshedding of the new year, which Eskom warned would come. Power cuts in November may also have caused some businesses to try and catch up on lost production in December, when there was no loadshedding.

Construction on a slippery slope
The building sector in KwaZulu-Natal continues to be weighed down by a general lack of confidence. The construction index declined by 12.4% year-on-year, the fifth month of decrease, and was down 2.9% month-on-month. Buildings completed were down by 20%, driven mainly by big declines in the completion of non-residential buildings as businesses are reluctant to invest and expand. Lumber sales, which usually point to some informal building activity, were down 3.8%.

Transport and communication show double-digit growth
The transport and communications index in KwaZulu-Natal was again the strongest driver of growth in the barometer, increasing by 32.3% compared with 32% the month before. While this was mainly due to increased growth in local browser activity, the volume of cargo handled at the province's two ports grew by 2.3% and passenger arrivals at the King Shaka International airport by 3.5% as consumers' finances allow them to use air transport again. Land transport increased by 6.4% as the fall in the fuel price makes it cheaper to transport goods by road again.

Trade looking good
Trade in KwaZulu-Natal also shows some positive signs for consumer finances, despite the elevated levels of economic stress. The trade index was up by 3.6% year-on-year, driven by increases in retail sales, vehicle sales and the business of hotels and restaurants. The 0.4% decline in wholesale shows that wholesale businesses are lowering their stock levels and might not expect the growth in retail sales to continue.

Finance, real estate and business services positive
The finance, real estate and business services index increased by 5% year-on-year, the most in 16 months, and increased 1.9% month-on-month and 5.3% quarter-on-quarter. While the growth in civil debt cases meant increased economic stress in KwaZulu-Natal, the surge in work for lawyers helped the finance index to grow. Property transfers were up by 7.4% and mortgages by 7.9%, showing some surprisingly strong activity in the real estate market.

Government spending falls
The KwaZulu-Natal government index, which shows spending by the national, provincial and local levels of the government, was down year-on-year for the third consecutive month, this time by 1.8%. While the index grew 0.2% month-on-month, it was down 1.5% quarter-on-quarter. The lack of growth in government spending, which accounts for more than 14% of the KwaZulu-Natal economy, shows that many municipalities are still struggling to collect debt from consumers, which places limits on their finances. 



Results Table: December 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 0.2% -0.1% -0.9% -4.1%

Mining Index 2.0% -1.0% -0.3% 4.4%

Manufacturing Index 3.7% 0.6% 5.4% 4.6%

Electricity Index -3.0% 1.0% 1.0% -3.6%

Construction Index -12.4% -2.9% 6.2% -13.0%

Transport Index 32.3% -0.6% 5.9% 41.8%

Trade Index 3.6% -0.1% -0.2% 11.7%

Government -1.8% 0.2% -1.5% 5.1%

Finance, Real Estate and Business Services Index 5.0% 1.9% 5.3% -12.2%

Kwa-Zulu Natal Growth Index 6.7% 0.3% 3.0% 6.8%

Kwa-Zulu Natal Stress Index 11.6% 0.5% 1.6% 14.5%

Kwa-Zulu Natal Barometer

-4.4% -0.2% 1.4% -6.7%
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