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ñAbsent a lot of surprises, stocks are relatively predictable over twenty years. As to whether they're going to 
be higher or lower in two to three years, you might as well flip a coin to decide. ò 
Peter Lynch, previously the fund manager of Fidelity Investmentsô Magellan Fund 
  

ECONOMIC OUTLOOK  

The global economy is slowing again. In the US, 
second quarter GDP growth measured 2.4% quarter-
on-quarter annualised (chart 1) , below market 
expectations of 2.6% and the first quarterôs reading of 
3.7%. In the final quarter of last year, GDP growth 
measured 5% in the US. The slowdown was expected. 
Consumption expenditure, the major driver of 
economic growth in the long -term, remains muted and 

the inventory build -up which had fuelled much of the 
early stages of the recovery has now run its course. 
Leading indicators in many developed economies have 
been predicting the slowdown since the end of the first 
quarter (chart 2)  and surveys of consumers and 
businesses suggest that things will slow even further in 
the second half of 2010 and possibly into 2011.    

Some countries appear to be weathering the storm 
better than others . Germanyôs unemployment rate is 
falling (at 7.6% it is now back to levels last seen in 
November 2008) while business confidence in the 
country rose to a 3 year high on the back of surging 
exports. While the export outlook may already be 
deteriorating as the Euro strengthens (chart 3) and the 
Chinese economy appears to be slowing, Germany 
does appear the one bright spot in an otherwise 
gloomy economic picture. However, German 
businesses have benefited greatly from government 
stimulus which may be distorting the strength and 
sustainability of the recovery.       

 MARKET OUTLOOK 

 Earnings season in the US provided a number of positive 
surprises for investors and analysts alike, although the 
bottom-line surprises were not always accompanied by 
positive surprises on the revenue line, suggesting most of 
the upside was the result of fu rther cost-cutting. 
Nevertheless, markets responded positively. The Dow Jones 
Industrial Average gained more than 7% on the month 
(chart 4) and has now clawed its way back into positive 

territory for the year to date. The broader US equity market, 
along with the UK and major European equity markets 
continue to trade ñin the redò this year, despite the strong 
recovery in July. Japan was the only major market to post 
modest gains in July and is down almost 10% in 2010. 
Global bond yields declined further in July, as the market 
focussed on the risks of deflation in 2011.    

South Africaôs equity market rallied in July, boosted by 
developments in global equity markets as well as NTTôs 
acquisition of Dimension Data and speculation that Old 
Mutual would dispose of its stake in Nedbank to either HSBC 
or Standard Chartered. Not surprisingly, Financials and 
Industrials outperformed Resources again in July, as the 
positive impact of higher commodity prices was offset to a 
large degree by the Randôs strength (chart 5) . The Rand 
finished the month at R7.30/US$, having started the month 
around R7.65/US$. The forward price:earnings ratio on the 
JSE All Share Index has now risen to 10.7x and the forward 
dividend yield has declined to 3.5%.    

Index July% 12m% YTD %  Index July% 12m% YTD% 

Dow Jones 7.1 14.1 0.4  All Share 8.0 19.5 3.7 
S&P 500 6.9 11.6 -1.2  Resources 5.9 12.6 -4.7 
FTSE 100 6.9 14.1 -2.9  Financials 10.5 24.6 11.9 
EuroStoxx50 6.6 3.9 -7.6  Industrials 8.9 24.2 8.7 
Nikkei 225 1.6 -7.9 -9.6  Property 6.7 27.6 17.9 
Hang Seng 4.5 2.2 -3.9  Bond 4.1 13.0 10.0 
Australia 4.2 6.1 -7.7  Cash 0.6 7.4 4.1 
Source: I-Net Bridge 

Efforts by Chinese regulators to cool the countryôs 
economy appear to be working. The latest HSBC China 
Manufacturing Purchasing Managers Index points to a 
contraction in manufacturing activity, with the index 
having dipped below the key 50-point level for the first 
time in 16 months. Itôs therefore unlikely that further 
monetary tight ening will be required in the short-term. 
Although low interest rates have done little to 
stimulate consumption in most developed markets, 
raising official interest rates now could derail the 
already fragile recovery.      

 

 Source: I-Net Bridge 

With consumer inflation falling to 4.2% in June (chart 6), 
bond yields declined by 50 basis points (0.5%), resulting in 
a total return for the South African bond market of more 
than 4% in July . A stronger Rand also helped support the 
bond market during the month. The South African listed 
property sector also benefitted from lower bond yields, 
returning almost 7% during July and maintaining its 
position as South Africaôs top performing asset class over 
the past 12 months as well as since the start of the year.  
During August, a number of the listed property companies 
will report results and the market should get a better idea 
of the challenges facing the industry.  
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Chart 1 - US GDP GROWTH (Q-O-Q ANNUALISED) 

 
Chart 2 - LEADING INDICATORS 

  
 
Chart 3 - US$/EURO EXCHANGE RATE 

 

 
Chart  4 - DOW JONES INDUSTRIAL AVERAGE 

 
 
Chart 5 - RAND/US DOLLAR EXCHANGE RATE 

 
Chart 6 - SOUTH AFRICAN CONSUMER INFLATION 

  
 
 
 
Disclaimer 
This presentation has been compiled by Grindrod Private Clients (óGPCô), a division of Grindrod Bank Limited (óGPCô), which is a wholly owned subsidiary of Grindrod Financial Holdings Limited.   It is confidential and 
presented as a general information service to the addressee only and therefore should not be considered to be investment advice.  Accordingly, it contains no recommendation (whether express or i mplied), 
guidance, or proposal that any particular security is appropriate to the investment objecti ves, financial situation or particular needs of the addressee. Conflicts of interest may exist with any one or more of the 
securities recommended in this presentation, which include situations where the author/s of the presentation or a member of h is/her family owns a direct interest in securities issued by a company mentioned, an 
employee of GPC acts as a director of a company mentioned in the presentation, GPC owns securities in a company mentioned in the presentation, or GPC receives compensation for providing financial services to a 
company mentioned in the presentation.  This presentation shall not be reproduced in whole or in part, without GPCôs permission. The information contained herein has been obtained from sources which, and 
persons whom, we believe to be reliable but is not guaranteed for accuracy, completeness or otherwise. Any opinions expressed are subject to change without notice.   While care has been taken in the preparation 

of the information contained in the presentation, GPC will not be liable for any loss or damage of any nature arising from this presentation, or incurred as a result of acting on the contents  thereof.  
   
Grindrod Private Clients, a division of Grindrod Bank Limited is an Authorised Financial Services Provider (License 6317) and Credit Provider (NCRCP No.25).  
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