
Momentum | SP Reid | Securities | 257 Oxford Road, Illovo, Johannesburg, 2196 | PO Box 969, Johannesburg, 2000 
T +27 11 550 6200 | F +27 11 550 6295 

www.momentum.co.za/securities 
 

Directors: J van Staden (CEO), T Alsworth-Elvey, E Gouws, B Smit 
Momentum SP Reid Securities a subsidiary of MMI Group Limited, an authorised financial services and credit provider. Reg.No.1974/000041/07 

Momentum SP Reid Securities is a member of the JSE Ltd (FSP 29547) (NRCP 2518) 

Top holdings 

QUARTERLY 
 

Focused Core Equity Portfolio 
December 2016 

This is a sub-set of the core equity portfolio aimed at smaller 

value accounts. Therefore, this is a high conviction portfolio 

focused on maximising returns to the investors over the medium 

to long-term by investing in JSE listed shares. The returns of 

this portfolio are based on the ability of the JSE All Share index 

to deliver returns in excess of inflation and the ability of the 

portfolio manager to identify undervalued securities within this 

asset class. The portfolio offers the same capital growth as the 

Core Equity Portfolio, with a narrower selection of instruments. 
. 

Investment profile 

•  Investors who have a longer investment term and want the 

highest possible return on their invested capital 

•  Value-based investors with high risk tolerance 

•  Investors who understand that there are investment cycles 

that cause share prices to fluctuate 

Investment objective 

Risk profile Portfolio information 

Inception date 

Investment manager 

Stockbroker/custodian 

Management fee   

Minimum lump sum 

Redemption periods 

Benchmark 

1 June 2015 

Momentum SP Reid Securities 

Momentum SP Reid Securities 

Bespoke Max 1.0% (annual) 

R 250 000 

5 business days 

CPI +4% 

Low 

Low-Medium 

Medium 

Medium-High 

High 

Steinhoff  SNH  11.10% 

Standard Bank  SBK  10.46% 

Remgro  REM  9.99% 

Naspers  NPN  9.92% 

Woolworths  WHL  8.99% 



Disclaimer: Shares are generally medium- to long-term investments. The value of shares may go down as well as up and past performance is not necessarily a guide to the future. 
Opinions expressed in this document are those held as at the date appearing in this material only. Momentum shall not be liable or responsible for any use of this document or to any other 
person or entity for any inaccuracy of information contained in this document or any errors or omissions in its content, regardless of the cause of such inaccuracy, error or omission. This 
document should not be seen as an offer to purchase any specific product and should not be construed as advice or guidance in any form whatsoever. 
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Sector allocation 

Performance 

General Mining 
2,86% 

Oil & Gas 4,54% 
Consumer 
11,10% 

General Retail 
8,99% 

Banks 
18,88% 

Broadcasting & 
Entertainment 9,92% 

Industrial Goods & 
Services 
23,48% 

Financials 
8,48% 

Cash 
11,74% 
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Focused Core Equity JSE All Share 

Market news was dominated by the US elections. The 
resultant Trump-rally saw resource stocks pushing higher 
and dollar strength.  
 
During the period we bought into FirstRand after receiving 
funds from the SAB deal. We also lightened our Glecore 

holding and increased the cash weighting of the portfolio. The 
portfolio returned 0.5% for the 3 month period and ended up 
1.4% for the year, outperforming the ALSI by 1.4%. 
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Economic and market snapshot for month 2017 
Global economic developments 

United States (US)  
Realised and expected labour market conditions and inflation enable US Federal 
Reserve (Fed) to hike interest rates  
 
 
  
  
 

The Federal Open Market Committee (FOMC) raised interest 
rates by 25 basis points at its December 2016 rate-setting 
meeting, citing a moderate growth expansion since mid-2016 
and acknowledging a further strengthening in the US labour 
market.  
 
Bucking the recent trend of consistently moderating the 
timing and extent of its expected interest rate hikes, the Fed 
has finally boosted its rate forecasts. Based on the median 
interest rate expectation, Fed forecasts now show that the 
committee could raise the Fed funds rate by three times this 
year, instead of the two increases (of 25 basis points each) 
previously forecasted. Moreover, the committee indicated that 
forecasts have also now increased to three hikes in both 2018 
and 2019. The median estimate now pitches the long-run Fed 
funds rate at 3%, up from 2.9% in September 2016  
(see chart 1). 
 

Chart 1: Long-run interest rate 
expectation kicks higher 
 
 
 
 
 
 
 
 
 
 
 
 
 
In the Q&A session following the meeting, Fed Chair Janet 
Yellen admitted that some of the Fed officials had considered 
the president-elect’s fiscal policy proposals in their 
projections, but later explained the diversity in views on the 
committee by adding that the Fed is “operating under a cloud 
of uncertainty at the moment”.  

In our view, anticipated fiscal stimulus could lengthen the 
current (already-extended) business cycle, reducing the 
probability of a near-term recession. Potential tax and 
regulatory changes could also boost confidence and rekindle 
investment. Nevertheless, president-elect Donald Trump still 
has to get the fiscal hawks in Congress on his side in order to 
turn his policy proposals into concrete plans. Moreover, 
potential trade conflicts with key trading partners could weigh 
negatively on US growth in the medium term. The Fed is likely, 
in our opinion, to err on the side of caution initially while 
navigating an uncertain political transition. We expect a 
further two interest rate hikes over the course of 2017, with 
the potential for an acceleration in the pace of rate hikes 
thereafter in response to higher inflation, triggered by 
additional fiscal stimulus at full employment levels.  
 

 
 Eurozone 
 European Central Bank (ECB) 
 extends asset purchase 
 programme for an additional 
 nine months  

 
 The ECB left interest rates on the marginal lending 
 facility and the deposit facility unchanged, but 
 decided to continue its asset purchases to December 
 2017, or beyond if deemed necessary. The rate of 
 purchases is expected to slow from the current level 
 of €80 billion per month to €60 billion per month 
 between April and December 2017. The extension in 
 purchases suggests that the programme will match 
 the relative size of quantitative easing (QE) in the 
 United Kingdom (UK), as seen in chart 2.  

 

Herman van Papendorp 
Head of Macro Research 
and Asset Allocation 

Sanisha Packirisamy 
Economist 
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Chart 2: Central bank assets purchases 
(%of GDP) 
 
 
 
 
 
 
 
 
 
 
The Governing Council left the door open to increasing the 
programme in terms of size and/or duration should the 
growth outlook become less favourable or inflation disappoint.  
In our view, it is difficult to see where growth will come from  
 
 
 
The Governing Council left the door open to increasing the 
programme in terms of size and/or duration should the 
growth outlook become less favourable or inflation disappoint. 
  
In our view, it is difficult to see where growth will come from 
in the absence of broad-based structural reforms, particularly 
as tailwinds to domestic demand are expected to lessen in 
response to moderately rising inflation. Limited fiscal room 
could cap trend growth in the Eurozone, while the potential for 
a rise in trade protectionism poses a further headwind to 
growth. Moreover, a series of important elections and 
referenda are lined up for 2017, creating a disruptive political 
backdrop for growth in the Eurozone.  
 

UK  
British Parliament backs UK voters’ 
Brexit decision  
 
Ministers in the British Parliament were asked to vote on 
whether or not they supported Britain’s decision to leave the 
European Union (EU), expressed by UK voters in a referendum 
vote on June 23, 2016. An overwhelming majority of 461 
ministers endorsed the Brexit vote, while 89 ministers voted 
against it.  
 
Prime Minister Theresa May has set March 31, 2017 as the 
deadline for invoking Article 50 (rules for exiting the EU), 
implying that Britain’s exit from the EU will be made official no 
later than April 2019. However, in our view, agreeing on new 
trading relationships, establishing tariff agreements and 
negotiating barriers to entry will likely require more time (see 
chart 3). A transitional phase could limit the negative impact 
on growth.  
 
Though further stimulus, higher exports and increased 
tourism are likely to rule out a recession in 2017, we do 
anticipate some fallout from the Brexit vote as firms’ concerns 
over disrupted relations with the EU delay investment and a 
prolonged period of uncertainty dampens consumer 
confidence.  
 
 
 
 
 
 

Chart 3: Trade negotiations could take 
years 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 Emerging markets (EM)  
 Vulnerabilities to Fed tightening 
 and a strong US dollar put select 
 emerging countries at risk 

  
 Overall, (domestic and external) financial risks 
 across EM remains low as measured by the Capital 
 Economics Risk Indicator. The indicator is based on 
 five sub-indices, respectively measuring changes in 
 real equity prices, private sector credit, real 
 exchange rate movements, short-term external debt 
 and trade balances.  

 
 According to the indicator, financial risks are 
 currently tracking at a 13-year low for the EM 
 composite. However, risks vary across the different 
 regions. Based on the results, Latin America 
 appears to be the most vulnerable region, while risks 
 have abated considerably in Emerging Europe since 
 the beginning of 2013.  

 

 On a country basis, China ranks as one of the most 
 vulnerable among the larger EMs, primarily owing to 
 a rapid acceleration in domestic private debt, which 
 has risen from around 120% of GDP to 176% of GDP 
 within a decade (see chart 4).  
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Chart 4: China’s build – up of private debt 
a medium-term risk 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
While we expect the debt can to be kicked further down the 
road, greater near-term risks to the growth outlook for China 
involves potential trade disputes with the US and capital flight 
if the currency falls too sharply.  
 
Nevertheless, Chinese authorities appear to remain 
supportive of growth in the run up to the 19th Party Congress 
in November 2017. Weaker support for infrastructure funding 
and a correction in the property market could see growth 
slipping marginally in 2017 from 2016 levels, but it is unlikely 
to significantly undershoot China’s Five-Year Plan of 6.5%. 
 

Local economic developments  
Consumers still unwilling to spend on 
big-ticket items  
 
Although the Bureau of Economic Research’s (BER) 
Consumer Confidence Index (CCI) remained below its long-
term average (since 1982) of 1 index point in the third quarter 
of 2016, for the eighth consecutive quarter, it improved 8 
points from a reading of negative 11 in the previous quarter. 
  
From the three underlying sub-indices contributing to the 
headline confidence index, a less pessimistic view on the 
economy in a year’s time drove the improvement in the third 
quarter reading. In line with consumers anticipating a better 
outlook for the economy, households’ expectations of their 
personal financial position a year from now improved 
markedly.  
 
The largest drag on the headline index was the unwillingness 
of consumers to purchase big-ticket items such as furniture, 
appliances and electronic goods. 
  
The BER attributes the weak uptake of durable goods to 
subdued sentiment, rising interest rates, moribund credit 
growth and more expensive imported durable goods, thanks to 
previously sustained rand weakness.  
 
Notably, high-income earners (classified as earning above R14 
000 per month) expressed more reluctance to buy durable 
goods in the third quarter of the year, supressing the high- 
income earners’ sentiment levels overall.  

 
 Though confidence levels surged for low-income 
 consumers in the third quarter reading (see chart 5), 
 we remain cautious on the near-term outlook for 
 spending in this category. Elevated food prices have 
 eroded real wage gains for low-income consumers, 
 while financial institutions have tightened credit 
 lending conditions at this end of the market. 
 Moreover, a bleak jobs outlook has persisted in an 
 environment in which businesses have deferred 
 spend on capital and labour in response to elevated 
 political uncertainty and muted domestic demand.  

 

 Chart 5: Recovery in low-income 
 earners confidence  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 Nevertheless, higher rainfall points to a sharp fall in 
 food prices over the course of 2017, which should 
 alleviate pressure on the low-income segment of the 
 market further down the line. More clarity on the 
 future political leadership in SA post the African 
 National Congress (ANC) National Executive 
 Committee (NEC) elective conference in December 
 2017 and further expected interest rate cuts in 2018 
 should provide a more encouraging backdrop for 
 consumer spend in the medium term.  

 

 Financial market performance  
 

 Global markets 
  

 Global equities ended the month 2.2% in the black, 
 supported by a 2.4% uptick in developed market (DM) 
 equities, while US dollar strength and a 25 basis 
 point interest rate increase by the US Fed left EM 
 equity performance flat (+0.2%) in December 2016.  
 European and Japanese bourses were the 
 outperformers within DM equities. The Eurostoxx 50 
 jumped nearly 5% higher in the first week of 
 December on an announcement by the ECB that it 
 would extend its bond-buying program. Meanwhile, 
 investors have been increasing their Japanese equity 
 allocation. The Bank of America Merrill Lynch 
 monthly fund manager survey (surveying 173 
 investors with US$473 billion assets under 
 management) showed the largest swing on record in 
 favour of Japanese equities.  

 
  

 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Momentum SP Reid Securities a subsidiary of MMI Group Limited, an authorised financial services and credit provider. Reg.No.1974/000041/07 
Momentum SP Reid Securities is a member of the JSE Ltd (FSP 29547) (NRCP 2518) 

By month end the Eurostoxx 50 and Nikkei 225 indices were 
7.9% and 4.5% higher, respectively. The S&P 500 Index rallied 
by an additional 2.0% in December 2016, following a firm 3.7% 
gain in the post-election rally in November.  
 
Even though the December 2016 US interest rate hike was not 
a surprise, EM equities took a hit.  
 
EM assets sold off in response to the market’s hawkish 
interpretation of the US central bank’s signal of three more 
hikes in 2017, rather than only two as suggested at its 
September 2016 monetary policy meeting.  
 
The MSCI Latin America Index tumbled 3.7% by the third week 
of December 2016, but recovered in the final week to end the 
month 0.9% higher. The MSCI Europe, Middle East and Africa 
(EMEA) Index benefited from the extension of ECB QE, rising 
7.2% over the corresponding period, while a 1.4% loss was 
recorded in the MSCI Asia Index.  
 

Local markets  
 
The initial market reaction to the US Fed interest rate rise was 
a broad-based sell off across all major indices on the JSE. 
However, by month end the FTSE/JSE Financials Index clawed 
back earlier losses, ending the month 3.5% higher. This was 
followed by a 1.8% gain in the FTSE/JSE Industrials Index. 
Meanwhile, the FTSE/JSE Resources Index suffered a 3.6% 
blow in December 2016.  
 
The FTSE/JSE Mid-cap Index surged 4% over the same time 
period, while the FTSE/JSE Small-cap Index rose by a 
marginal 1.6%.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

SA ten-year government bonds rallied 18 points into mid- 
month, but ended December 2016 nearly 10 points higher. The 
Inflation-linked Bond Index (ILBI) declined marginally by 0.3% 
in December, while the FTSE/JSE Listed Property Index 
staged a remarkable recovery in the second half of the month, 
leaving the index 4.2% higher by month end. SA cash gained 
0.6% over the same time period.  
 
Despite a more hawkish US Fed rhetoric, the rand ended the 
month 2.9% firmer against the US dollar. The rand made 
further gains against the euro, strengthening by 3.3% in 
December 2016. 
 

Chart 6: Local asset class returns  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


