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Expectations of weaker rand boost KwaZulu-Natal fixed investment


Expectations that the rand’s exchange rate will weaken again this year has helped to boost fixed investment in KwaZulu-Natal in January.
The latest KwaZulu-Natal fixed investment monitor, as compiled by Mike Schüssler of Economists.co.za, showed overall fixed investment in the province is still increasing rapidly. In January the total investment index increased by 24.4% year-on-year and 11.1% quarter-on-quarter. This was largely due to exceptional growth rates in imported fixed investment goods, which was driven by the perceived strong exchange rate and the expectation that it will weaken later to boost competitiveness in the KwaZulu-Natal economy and its industries.

Aeroplane sales elevating transport equipment investment
Transport equipment investment was one of the fixed investment categories in KwaZulu-Natal which showed strong growth in especially imported goods. This investment category grew with double-digits year-on-year for the sixth consecutive month, this time by 52.1%, and by 3.3% quarter-on-quarter. See Results Table below.
Countrywide, aeroplane purchases are up 30%, and purchases of aeroplane parts shot up by 395%. As these aircrafts and parts are used all over the country, a fair share is being allocated to the KwaZulu-Natal economy. This is a big driving force behind the large increases in the transport equipment category of fixed investment in the province.
The number of trucks and busses sold in KwaZulu-Natal was up 35.8% on a year ago, compared to 35.5% the previous month.

Machinery investment boosted by expected weakening of rand
Investment in machinery is still the most important fixed investment category in KwaZulu-Natal and accounts for 36% of fixed investment in the province. Investment in machinery grew by 28.1% year-on-year and 17.5% quarter-on-quarter. Some of this was due to pre-emptive buying as some businesses speculate the rand may weaken again later, making them more competitive. After three major declines in machinery investment since the recession of 2008 and 2009, businesses are now in dire need of upgrading their machinery and are doing some catch-up purchasing.  
The current strong rand that is expected to weaken later this year, also helped to increase machinery imports, as a strong exchange rate means cheaper import prices. 
Investment in imported machinery was up 35% year-on-year, while investment in locally produced machinery only grew by 1%. This trend is evident throughout the whole of South Africa.

ICT equipment investment gearing for expansion
Investment in ICT equipment, most of which is imported, also showed the trend of rapid increases in imported fixed investment equipment. A lot of cables, cellphone towers and other ICT equipment are now entering South Africa as the country gears up for further expansion of especially the data market.
Fixed investment in ICT equipment in KwaZulu-Natal grew by 32.5% year-on-year and 9.8% quarter-on-quarter, making it the second-fastest growing fixed investment category in the province. 
The layout of fibre optic cables from the Dube Trade port north of Durban to Gauteng played a big part in this. 

Recovery winking for buildings investment
Buildings investment in KwaZulu-Natal declined by 3.3% year-on-year after two months of moderate growth. There is no cause for concern at present, as the decline was expected. Quarter-on-quarter investment in buildings grew by a modest 1.8%, the second consecutive month of growth. This surprising improvement happened slightly earlier than expected after the major property market recession, as buildings investment is usually a lagging economic indicator.

Transfer investment still muted
Investment in transfers turned negative again and declined by 3.1% year-on-year and quarter-on-quarter. This is mostly due to the state of the property market as people are still somewhat wary of investing in new property at the moment.

Civil construction pushing forward
Civil construction investment grew by 18.5% year-on-year and 5% quarter-on-quarter. 
Data on the purchases of asphalt and bitumen – which are used, among others, for the construction of tarred roads – have been delayed and the latest dataset is still not available to Economists.co.za. Taking into consideration that these purchases thus remained unchanged, with a 0% growth rate, the rest of civil construction investment was still strong enough to produce double-digit year-on-year growth. This was partly driven by the 37% year-on-year increase in imported civil construction materials. Investment in structural steel, however, declined by 5%. If it was not for the shortage in bitumen slowing growth, the civil construction index of the KwaZulu-Natal fixed investment monitor would have grown even more forcefully, probably in the region of 25% year-on-year.
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Main and sub indices of the 

Kwa-Zulu Investment Monitor

% Change on a year 

ago

% Change from a  

quarter ago

Transport Equipment 52.1% 3.3%

Buildings -3.3% 1.8%

Civil Construction 18.5% 5.0%

Machinery 28.1% 17.5%

ICT Equipment 32.5% 9.8%

Transfers -3.1% -3.1%

Total Investment Index 24.4% 11.1%
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