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"It is @ mistake to try to look too far ahead. The chain of destiny can only be grasped one link at a time.”

Sir Winston Churchill

ECONOMIC OUTLOOK

Is the economic recovery running out of steam? A
number of key indicators released in June suggest this
is the case. However, market commentators, including
former US Federal Reserve Chairman, Alan Greenspan
suggest this pause is typical during a recovery and that
the process has not derailed. One thing is for certain,
high levels of unemployment in the US and Europe
(chart 1) is depressing demand for goods and services
as households opt to save instead of spend.
Governments are being forced to reduce spending or
increase taxes to curb rising deficits at the very time
that they need to be increasing spending or reducing
taxes to stimulate growth and create jobs.

The sovereign debt crisis in Europe has got market
participants questioning the health of many banks in
the region — during the boom years the banks
accumulated large holdings of sovereign debt, funded
by low-yielding, but unstable, short-term debt.
According to the latest annual report of the Bank for
International Settlements (BIS), the problems are not
restricted to Europe. BIS claims that banks in the US
and Europe remain “highly leveraged and still appear
to be on life support.” They expect losses to mount in
the banking industry as the banks finally start realising
losses on loans they have been rolling over, rather
than inducing foreclosure. The credit crisis is by no
means over.

MARKET OUTLOOK

Global equity markets extended their losses in June on
concerns that the economic recovery has faltered. Both the
FTSE 100 and S&P 500 indices declined by more than 5%
during the month (chart 3). Year-to-date, all major indices
are now in the red, with some markets down more than
10%. The MSCI World Index is now down more than 16%
since peaking in the middle of April and if consensus
earnings estimates are to be believed, global equity markets
now appear to be offering significant value. However, the
current earnings forecasts assume the economic recovery
remains on track and global growth accelerates into 2011
and 2012 — no longer a foregone conclusion. Despite the
sovereign debt crisis in Europe, government bond yields
continue to decline and the yield on the JP Morgan Global
Government Bond Index has dipped below 2.4% for the first
time (chart 4).

South Africa’s equity market suffered losses more or less in
line with the rest of the world. With commodity prices
retreating (chart 5) in the face of a weaker economic
outlook, Resources suffered the heaviest losses and year-to-
date are now down 10%. Although Financials also incurred
losses, they did manage to post gains for the first half of the
year, while Industrials are flat. The forward price:earnings
ratio on the JSE All Share Index is now below 10x, although
current consensus forecast earnings growth of 40% may not
be achievable if the economic recovery stalls for an
extended period of time.

Index June% 12m% YTD % Index June% 12m% YTD%
Dow Jones -3.6 15.7 -6.3 All Share -3.2 21.8 -4.1
S&P 500 -5.4 12.1 -7.6 Resources -4.2 16.7 -10.0
FTSE 100 -5.2 15.7 -9.2 Financials -3.1 24.3 1.3
EuroStoxx50 -1.4 7.1 -13.2 Industrials -2.2 25.9 -0.2
Nikkei 225 -4.0 -5.8 -11.0 Property 1.1 29.0 10.6
Hang Seng 1.8 9.5 -8.0 Bond 0.3 9.9 5.6
Australia -2.9 9.5 -11.4 Cash 0.6 7.5 3.5

Source: I-Net Bridge

Recent numbers out of China suggest that the
economy is cooling. The Conference Board’s leading
indicator for China was revised downwards in April
after an error in the initial calculation. Previously
reported as having risen by 1.7%, the number was
revised to a gain of just 0.3% (chart 2), suggesting the
Chinese economy’s growth momentum is slowing
rather than accelerating. At the same time,
manufacturing data out of China is also pointing to a
slowdown, while the authorities have stated that they
are increasingly concerned about a property bubble in
the country and may look to slow the pace of
economic growth. They have already raised the
reserve requirement for banks by 50 basis points
(0.5%) three times this year in order to curb the pace
of bank lending.

Source: I-Net Bridge

Both the South African bond and listed property markets
posted positive returns in June, while the Rand was
unchanged at R7.66/US$ (chart 6). The Rand’s relative
strength (it gained against the Australian dollar and other
emerging market currencies) has been attributed to the
success of the Soccer World Cup and the positive
sentiment flowing from hosting the event and as a result,
most economists expect the Rand to weaken after the
World Cup is completed. There is some speculation
amongst economists and investment strategists that official
interest rates may be lowered by 50 basis points (0.5%)
when the Monetary Policy Committee meets later in July.
Current short-term interest rates suggest the broader
market is expecting Governor Marcus to announce no
change in interest rates on 22 July.
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Chart 1 - US UNEMPLOYMENT RATE (%)

Chart 2 - CHINA LEADING INDICATOR
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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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