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Fuel price bonanza benefits KwaZulu-Natal barometer
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The drop in the fuel price, after the cost of Brent crude oil fell to the lowest in almost six years, drove down inflation and boosted consumer confidence, helping the KwaZulu-Natal barometer to increase for the first time in 11 months. While the latest barometer, as compiled by Mike Schüssler of Economists.co.za, only grew by 0.9% year-on-year, the increase showed some hope in the provincial economy. Month-on-month the barometer was down by 0.3% and quarter-on-quarter it was up by 4.2%.

Cheaper fuel decreases economic stress
The main reason for the increase in the barometer was a decrease in inflation due to cheaper fuel, which meant less economic stress. Strong growth in government expenditure also boosted the barometer. The economic stress index, which measures factors like inflation, interest rates and unemployment, rose 4.4%, the smallest growth in six months and decreased on a month-on-month and quarter-on-quarter basis. Inflation slowed for the whole of South Africa and in KwaZulu-Natal the rate dropped to 3.7% in February, well below the midpoint of the Reserve Bank's 3% to 6% target range.
 
Growth positive short-term
The lower fuel price also put a lot of money back into the pockets of consumers. That meant some sectors, which are largely consumer-driven and very dependent on confidence levels, like retail and property, contributed to support the overall barometer while traditional heavy-hauling sectors in the barometer, like mining and manufacturing, shrank. The KwaZulu-Natal growth index was up 5.3% year-on-year. However, since February the fuel price has started to rebound and the positive effect in the lower prices will, to a large extent, be reversed in coming months, the negative effect will also eventually flow through to the consumer, and this will in turn have an adverse effect on the provincial economy and the barometer.

Government spending booms
Spending by the national, provincial and local governments in KwaZulu-Natal was one of the only parts of the economy not driven by the drop in fuel prices. The index, which contributes 14.4% to the overall barometer, rose 6% year-on-year, the most in three years, and was up 4.8% quarter-on-quarter. The good growth figure was partly due to an update and revision of the data, which means more accurate figures to reflect this growth. Furthermore, March is the end of the government's financial year and any municipalities are suddenly using the principle of "use it or lose it", which means they are increasing their spending before the year ends. 

Agriculture on downward slope
Agriculture's woes continue – not only in KwaZulu-Natal, but in most areas of South Africa, especially those that produce maize. The agriculture index decreased 2.8% year-on-year, the biggest decline in almost two years, and was down 0.2% month-on-month and 1.1% quarter-on-quarter. Field crop production declined by 1.1% and meat production was down by 23%. The decline in agriculture will continue as long as the drought persists and, without adequate rainfall, this will eventually lead to food price increases.

Mining slowing down
KwaZulu-Natal's mining index increased by 1.6%, the slowest growth in five months, and declined 1.4% month-on-month and 1.8% quarter-on-quarter. Coal production, which accounts for more than 70% of the province's mining industry, increased by only 0.1% and the mining of building materials and other non-metallic metals decreased. Low global demand for commodities, especially the demand from China, has affected KwaZulu-Natal's mining industry as the world's most populous country is usually a major user of coal.

Manufacturing declined
Manufacturing in KwaZulu-Natal has also had a very slow start to 2015 and decreased 0.7% year-on-year after growing only 1% the previous month. The index also declined on a month-on-month and quarter-on-quarter basis. Electrical machinery and clothing, textiles and footwear were the only manufacturing categories that grew. That may be because there still is demand for more energy-efficient electrical machinery due to power shortages, and thus factories produce it. The growth in clothing, textiles and footwear is most likely due to increased demand for school clothes and shoes at the start of the year. Month-on-month, the production of vehicles surged by 44%, but this is most likely due to factories getting back to full production after the holiday period. 

Electricity down
The electricity index continued to decline, although the 2.4% year-on-year decline was the smallest in five months. The index declined 5.9% on a month before, but was up 3.1% on the previous quarter. While the decline in the electricity index got somewhat smaller, chances of real growth in the index are very slim as Eskom simply does not have the generation capacity to provide power for increased use. Power outages are hurting investor confidence and production. Companies need to change work schedules to try and work overtime to make up for lost output time. While electricity usage went up over the shorter term, this may be because companies tried to use as much as they can while the power is on to make up for the times when blackouts occur. 

Construction’s outlook bleak
Construction in KwaZulu-Natal has been negative, or very close to negative, for at least the last year. The index declined by 3.4% year-on-year in February and was down 5.4% month-on-month and 7.7% quarter-on-quarter. Buildings completed declined by 0.3%, which means no major projects were completed in the month, but the main negative driver of the construction index was the 7% drop in lumber sales. Building activity, even on an informal level, seems to have had a slow start to the year. This ties in with the slow global growth, and South Africa's economy which is forecast to grow just over 2% this year, as there is not much economic activity taking place. Economic activity usually goes hand-in-hand with building activity, which is a lagging indicator, and this is showing in the negative construction index for KwaZulu-Natal. The decline is not limited to only KwaZulu-Natal and even a province like Limpopo, where there is always some construction happening, is showing a slowdown.

Transport and communication does not disappoint
The transport and communication index in KwaZulu-Natal continued its strong performance with the ninth consecutive month of double-digit growth. The 18.2% year-on-year growth was slower than the previous month's 25%, and this was mainly due to a slowdown in growth in communications to 31.2% from 47%. The volume of cargo handled at the province's two ports grew by 7.7%, airport arrivals was up 0.6% and land transport benefited from the lower fuel price and increased by 7.4%.

Lower business confidence hampers Trade index growth 
Trade in KwaZulu-Natal grew by 2.1%, the slowest growth in eight months, mainly because of lower business confidence. Retail sales increased by 9.1% and vehicle sales by 5.8% as consumers had more money in their pockets to spend after the massive drop in fuel prices. This trend has, however, already started to reverse and this will have a negative effect on retail, through increased prices and reduced demand. Wholesale decreased for the third month in a row, this time by 5.2%, as businesses start to decrease their stock levels with the prospect that rapid growth in retail sales will come to a sudden stop. 

Finance, real estate and business services boosted by property market
The finance, real estate and business services index in KwaZulu-Natal has also been benefiting from the fact that consumers have more money available to spend. The index increased by 9.6% year-on-year, 1.6% month-on-month and 6.3% quarter-on-quarter. The strong growth in the index was due to growth in the property market – transfers increased by 4.7% and mortgages by 16.9% – as consumers felt more confident due to lower inflation and fuel prices and were thus more willing to buy property. Advertising, which has been negative or close to negative for more than three years, increased by 3.9% as businesses tried to entice consumers to spend the extra money they have at their disposal.


Results Table: February 2015
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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 -2.8% -0.2% -1.1% -3.3%

Mining Index 1.6% -1.4% -1.8% 0.7%

Manufacturing Index -0.7% -1.4% -0.4% 2.0%

Electricity Index -2.4% -5.9% 3.1% -3.8%

Construction Index -3.4% -5.4% -7.7% -16.9%

Transport Index 18.2% -5.4% -7.3% 29.0%

Trade Index 2.1% -0.5% 2.0% 8.2%

Government 6.0% -0.8% 4.8% 7.2%

Finance, Real Estate and Business Services Index 9.6% 1.6% 6.3% 11.3%

Kwa-Zulu Natal Growth Index 5.3% -1.5% 0.4% 8.6%

Kwa-Zulu Natal Stress Index 4.4% -1.2% -3.6% 7.7%

Kwa-Zulu Natal Barometer

0.9% -0.3% 4.2% 0.8%
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