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“Most of the time common stocks are subject to irrational and excessive price fluctuations in both 
directions as the consequence of the ingrained tendency of most people to speculate or gamble … 
to give way to hope, fear and greed.” 
Benjamin Graham 
  

ECONOMIC OUTLOOK  

The Euro extended its losing streak against the US 
dollar (chart 1), amid concerns that Greece would be 
unable to adequately reign in its ballooning budget 
deficit during 2010. Both Standard & Poor‟s and 
Moody‟s said they may cut Greece‟s credit ratings if the 
country fails to implement a plan to reduce the deficit. 

Lawmakers in Germany have stated that a EUR25 
billion aid package is in the offing, should the need 
arise, although German Chancellor Angela Merkel said 
no decision on providing aid to Greece had been taken. 
Markets are concerned that the problems highlighted 
in Greece are more widespread and although only 
Spain, Portugal and Ireland are mentioned in the same 
breath, a number of European countries are facing the 
spectre of rising public debt.     

In the US manufacturing data seems to suggest that 
the economic recovery is well underway, but falling 
consumer confidence, further job losses and a 
continued deterioration in the fragile residential 
housing market (chart 2) continue to indicate that the 
recovery will be tepid.  

 MARKET OUTLOOK 

 Although most global equity markets edged higher in 
February, European bourses continued their January slide, 
albeit at a reduced rate (chart 4). Euro weakness and 
concerns about Greece‟s budget deficit, which were 
expected to have a negative impact on Europe‟s bond 
markets, also sent equity investors in search of safer 

havens, like the US dollar and gold. Year-to-date, most 
equity markets are trading in negative territory. This is not 
surprising considering last year‟s strong gains and continued 
evidence that reducing unemployment and increasing 
consumer confidence remain major challenges for policy 
makers.      

After rising substantially for the first half of 2009, global 
bond yields have actually declined (chart 5), despite the 
expected new issuance by governments to fund rising 
budget deficits. The market appears to be focussing more 
on the prospect of lower inflation and lower official interest 
rates, which are now expected to remain in place for longer, 
given the anaemic recovery in economic growth experienced 
so far. 

Index Feb% 12m% YTD %  Index Feb% 12m% YTD% 

Dow Jones 2.6 46.2 -1.0  All Share 0.4 48.3 -3.1 
S&P 500 2.9 50.3 -1.0  Resources -1.0 41.4 -7.3 
FTSE 100 3.2 39.8 -1.1  Financials 1.1 58.0 2.3 
EuroStoxx50 -1.7 38.1 -8.0  Industrials 1.4 51.0 -1.3 
Nikkei 225 -0.7 33.8 -4.0  Property 5.8 25.2 5.5 
Hang Seng 2.4 60.9 -5.8  Bond 2.0 6.8 2.2 
Australia 1.2 41.1 -4.7  Cash 0.6 8.4 1.1 
Source: I-Net Bridge 

Most economists were predicting a modest stabilisation 
in employment in the US at the start of the year, but 
the number of people filing for first-time 
unemployment insurance continues to rise. This is 

clearly having an impact on consumer confidence 
(chart 3), with a University of Michigan survey showing 
that Americans are the most pessimistic about their 
economic prospects in the 60-year history of the 
survey. The recovery in consumer spending in the US 
this year is therefore expected to be the slowest since 
World War II.   

The one ray of light remains China, where officials 
have responded quickly to concerns that the significant 
government stimulus being provided is fuelling another 
round of asset bubbles in that country. Although 
official interest rates have not been raised, action has 
been taken to limit the growth of credit to the targeted 
level of Rmb7.5 trillion, which represents growth of 
17%, ahead of the 13% nominal GDP growth forecast 

for China this year, but not sufficient to create asset 
bubbles in the region. 

 Source: I-Net Bridge 

Despite a weaker Rand and higher commodity prices (the 
price of gold in Rands was up almost 5% in February 
(chart 6)), the value of South Africa‟s resource stocks on 
average declined by 1% in February. Financial and 

industrial counters benefitted from the mild recovery in 
global equity markets and on average posted positive 
returns in excess of 1% during the month. 

Bond yields continued to decline in February, buoyed by an 
improved outlook for the budget deficit in 2010/11, 
2011/12 and 2012/13, as tabled in parliament by Finance 
Minister Pravin Gordhan. Nersa‟s decision to limit Eskom‟s 
tariff increases to 25% per annum over the next 3 years 
and recommendations to municipalities to not increase the 
price they charge households by more than 15% per 
annum over the same period also contributed to lowering 
bond yields. Nersa‟s decision has improved the inflation 
outlook for South Africa, although inflation is unlikely to 
remain below the 6% upper band of the target for an 
extended period. Listed property was the best performing 

domestic asset class in February, after a number of 
companies reported results which either met or exceeded 
market expectations. 
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Chart 1 - US$/EURO EXCHANGE RATE 

 
Chart 2 - US NEW HOME SALES 

  
 
Chart 3 - US CONSUMER CONFIDENCE 

 

 
Chart  4 - DJ EURO STOXX 50 INDEX 

 
 
Chart 5 - JP MORGAN GLOBAL GOVT BOND INDEX YIELD  

 
Chart 6 - RAND PRICE OF GOLD 

  
 
 
 

Disclaimer 
This presentation has been compiled by Grindrod Private Clients („GPC‟), a division of Grindrod Bank Limited („GPC‟), 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 implied), 
guidance, or proposal that any particular security is appropriate to the investment objectives, 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 his/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 GPC‟s 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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