GRINDROD ASSET MANAGEMENT
INVESTMENT REVIEW — AUGUST 2010

"Markets are constantly in a state of uncertainty and flux and money is made by discounting the obvious and

betting on the unexpected.”
George Soros, "the man who broke the Bank of England”

ECONOMIC OUTLOOK

August provided further evidence that the global
economic recovery is running out of steam. Faced with
falling consumer and investor confidence, another dip
in the US housing market and high unemployment,
central bankers and policy makers are preparing for
another round of stimulus. Both the Federal Reserve
and the Bank of Japan have announced additional
measures to revive their ailing domestic economies. In
Japan, the focus has been on reducing the value of the
Yen, which has surged to record levels against the US
dollar (chart 1). To date, their efforts have had little
impact and the Yen has continued to appreciate in
value. In the US, the housing market has wilted after
the first-time home buyers tax credit expired on 30
April 2010, raising fears that the housing market will
once again drag the US economy into recession.

The threat of a “double-dip” in the US economy has
been highlighted by a number of prominent market
commentators, including Pimco’s chief executive,
Mohamed A. El-Erian, who ascribes a 25% chance of
both deflation and a double-dip recession in the United
States. In Europe, the picture appears a lot brighter,
although the strength of Germany’s economy appears
to be masking problems in a number of Europe’s other
large economies like France and Italy. The Euro has
continued to strengthen, which will undermine
Europe’s efforts to export itself out of trouble.

MARKET OUTLOOK

The slew of weaker than expected economic data,
particularly out of the US, weighed negatively on equity
markets in August. Particularly hard hit was Japan (chart 4),
where the stronger Yen is expected to impact on the
profitability of Japan’s large exporters. Year-to-date, all
major stock markets are trading in the red and volatility is
on the rise again. However, the decline in prices, coupled
with higher reported profits, has prompted a number of
market commentators to suggest that global equities
represent a unique buying opportunity given the historically
low forward price:earnings multiples. Global bond yields
have fallen further in August, as investors continue to seek
the safety of government bonds in the face of an uncertain
economic outlook. The yield on the JP Morgan Global
Government Bond index has declined to just 2.09%, the
lowest in recorded history (chart 5).

Despite the announcement that HSBC was in exclusive talks
with Nedbank/Old Mutual to acquire a majority stake in
Nedbank, South Africa’s equity market followed global
markets lower. Once again, Resources lead the way down
on the back of lower commodity prices and a reasonably
stable Rand. The forward price:earnings multiple on the
South African equity market has remained above just 10x,
despite the recent market weakness, while the forward
dividend vyield has increased to 3.7%. On both measures,
the equity market looks reasonably priced.

Index August% 12m% YTD % Index August% 12m% YTD%
Dow Jones -4.3 5.5 -4.0 All Share -3.6 11.7 0.0
S&P 500 -4.7 2.8 -5.9 Resources -6.3 3.7 -10.6
FTSE 100 -0.6 6.5 -3.5 Financials -3.4 14.9 8.1
EuroStoxx50 -4.3 -5.5 -11.6 Industrials -1.1 18.2 7.5
Nikkei 225 -7.5 -7.5 -16.3 Property 2.9 28.9 21.4
Hang Seng -2.3 -2.3 -6.2 Bond 3.0 14.6 13.2
Australia -1.5 -1.5 -9.1 Cash 0.6 7.4 4.8

Source: I-Net Bridge

In South Africa, weaker than expected economic
growth in the second quarter (chart 2), rapidly falling
consumer inflation (chart 3) and limited job creation
have increased the pressure on the MPC to cut official
interest rates when they meet in the second week of
September. South Africa’s growth prospects are closely
tied to the prospects of our trading partners. At the
moment we're benefitting from the fact that China, our
largest trading partner, continues to enjoy rapid
economic growth. However, the ever-present threat of
strike action and the resulting higher wage settlements
are limiting our growth prospects in the second half of
the year and into 2011, as well as raising the prospects
for higher inflation further down the line.

Source: I-Net Bridge

South African bond yields declined by between 30 and 40
basis points across the yield curve (chart 6), as July’s
consumer inflation reading came in significantly below
analyst expectations and at 3.7% is now below the mid-
point of the South African Reserve Bank's target range.
The listed property sector in South Africa was underpinned
by lower bond yields and better than expected results from
a number of companies that reported results during
August. Although the forward yield on the sector has
declined to 8.3%, it remains South Africa’s highest yielding
asset class and with distribution growth expected to exceed
7% per annum over the next 3 years, remains an attractive
option for income-dependant investors and for those
investors looking to diversify their portfolios.
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Chart 1 - YEN/US DOLLAR EXCHANGE RATE

Chart 2 - SA GDP GROWTH (ANNUALISED)
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Chart 6 - SOUTH AFRICAN LONG BOND YIELD
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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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