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Owing to its spectacular growth 
over the past 5 years, Naspers 
dominates the JSe and so too all 
the daily market discussion. Whilst 
it is not the largest company listed 
on the exchange – that honour 
falls to Ab-Inbev, followed by bAt, 
and then Naspers, it does carry by 
far the largest weighting in the key 
market indices due to the JSe’s 
rules about when foreign-domiciled 
are eligible for inclusion. more often 
than not, the daily trend for the top 

40 Index is determined by the direction of Naspers on 
that day. So, when Naspers falls 8% in one day, there 
is very little chance that the broader market will emerge 
unscathed. that this event also coincided with weak 
economic data from China and negative headlines on 
local land reform, together they created the perfect 
storm. the JSe All Share Index lost 3.4% on the 15th 
August – it’s worst one-day fall since January 2015.  

As we all know, the bulk of Naspers’ valuation lies within 
tencent, its Chinese internet operations. Weaker-than-
expected results from tencent was the cause of the 
decline, so let us take a moment to understand tencent, 
and to put tencent in context of the broader investment 
case for Naspers. 

Listed in 2004, tencent has shown spectacular growth 
over the past fifteen years, and is often considered a 
pioneer of internet trends. tencent’s revenue for Q2 
2018 was rmb73.7 billion, equivalent to almost $11 
billion. the problem was that there was no revenue 
growth over Q1 2018. When coupled with a slightly lower 
margin, earnings fell – the first quarterly fall in more than 
10 years. 

tencent operates through a few core divisions:
1. Valued add services encompasses the Group’s 

operations in social networks (online video and 
music streaming, and digital video content) and 
online gaming. this is the core of tencent, and a 
slowdown in gaming revenue (more on this later) 
was the primary reason for the decline in earnings. 

2. Online advertising, through their various platforms. 
tencent is attractive to advertisers due to their 
dominant user base and wide reach. 

3. the “Other” category comprises of payment-related 

financial services, cloud services, and income from 
some of their associate companies in which they 
hold investments. 

the chart below shows the breakdown of revenues from 
each division.

Without going into too much detail, there are two key 
issues that have weighed on tencent recently.

1. A slowdown in mobile gaming.

tencent has been the undisputed leader of monetizing 
online gaming, and it has successfully made the transition 
away from purely pC-based games to games available 
on mobile phones. Due to their success, gaming 
generated revenues of rmb25 billion in Q2 2018 alone, 
or 34% of tencent’s total revenues. Unfortunately, as 
impressive as this is, it represents a slowdown of 12% 
from the rmb28.8 billion generated in Q1. that was the 
primary reason for recent share price weakness. 

Fundamentally, tencent’s gaming business is as strong 
as ever. Daily active users (i.e. the number of people 
using their platforms every day) continues to grow 
strongly, and the company has become the category 
leader in highly popular tournament games, both in 
China, and increasingly in the west, through their 
investment in epic Games. epic is the developer behind 
“Fortnite”, currently one of the most popular games 
worldwide. even my kids have asked me to download it 
for them - although I haven’t succumbed to the pressure 
just yet! 

the slowdown in revenues can be attributable to a few 
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Value added services, which includes mobile games, is the 
largest source of revenue.
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factors, but mostly relate to regulation in China. Firstly, 
the monetization of all games must be approved by a 
regulator. personnel changes at the regulator have 
resulted in a delay to this process. pUbG, one of 
tencent’s most popular games, is caught in this process. 
So, despite the game being hugely popular and widely 
used, tencent are unable to properly capitalize on the 
opportunity. Approval will be granted, but management 
cannot say with certainty exactly when this will occur. As 
an example of its potential, pUbG earned $20 million 
(rmb138 million) from its non-Chinese users in July 
alone. 

Secondly, one of tencent’s newer games, monster Hunt, 
was suspended due to a difference in the final content to 
what was previously approved. Whilst this event did not 
have any real revenue impact, the market interpreted it 
negatively as a sign of further clampdown by the regular. 

Despite these issues, tencent continues to invest heavily 
in its gaming operations. Fifteen games have recently 
been granted approval, which would seem to confirm 
management’s assertion that monster Hunt was an 
isolated case. most of these new games only launched 
towards the end of the Quarter, so the benefits have yet 
to accrue. Furthermore, the government has recently 
launched a quick-track process to alleviate some of the 
hiccups. 

2. higher reserve requirements in the payments 
operations. 

A small, but fast-growing business is the payments 
and financial services operations. Tighter regulation 
from the people’s bank of China is requiring payments 
providers to hold higher levels of regulatory capital. this 
implies less free capital, and consequently, the interest 
earned thereon has declined. based on disclosures, 
it is estimated that interest income is less than 3% of 
tencent’s total revenue. the loss of interest income 
is being offset by rapidly growing income from other 
financial services charges, such as credit cards and 
microloans. 

together, the above two factors have caused investors 
to worry that tencent’s glory days are behind it. For 
the sceptics, this is reinforced by the trend in operating 
margins, especially for the core VAS division. In our 
opinion, the decline in margins to 59% is explained by 
the temporary regulatory issues. Furthermore, sceptics 
fail to acknowledge the growing profitability of the “Other” 
category, which is becoming more and more important.

tencent’s share price is now the same price as it was a 
year ago, having declined by 31% from its peak in late 

January, and 20% for the calendar year to date. that 
decline, together with strong earnings growth (earnings 
are still growing at 30% year-on-year), has resulted in a 
substantially improved valuation. the historic p/e ratio 
has declined to 34x, and the forward p/e ratio to 28x. In 
addition, and like Naspers, tencent has invested heavily 
in various start-up and AI initiatives, which are yet to yield 
profits, but which give the company an early entry into 
growth areas for the future. the combined value of these 
various investee companies is approximately rmb240 
billion, or 10% of tencent’s market capitalization. If 
we make an adjustment for this, then tencent is more 
accurately trading on a forward p/e of 25x, cheaper than 
many JSe-listed companies with a far inferior growth 
profile. 
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The share price has fallen sharply this year, but its really just 
coming back down to earth after a strong rally late last year. 
Of more importance is the decline in the valuation – now the 
cheapest since mid-2013.
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In summary, we are not concerned that one weak quarter 
spells doom and gloom for tencent. rather, on the 
contrary, tencent continues to develop an unassailable 
ecosystem – spanning online gaming, communications 
and instant messaging, media, fintech and utilities - that 
increasingly ties users into its products. Furthermore, 
tencent remains largely a Chinese-focused operation, 
with very little revenue being earned outside of the 
country. the scope for growth is enormous as they ready 
themselves to spread their wings. 

As attractive as tencent is, it is only one component of 
the investment case for Naspers. In fact, investors have 
either become so focused on tencent, or so sceptical of 
the rest of the business, that the entire value of Naspers 
is less than the value of its stake in tencent alone. the 
is highlighted in the chart below. At the time of writing, 
the value of Naspers’ investment in tencent was $130 
billion. yet the entire value of Naspers was only $94 
billion.

that then begs the question: what else does Naspers 
own, and what is it worth? the table below highlights 
the company’s key assets. the portfolio is dominated by 
various internet-related assets, as well as its investment 
in multichoice. Values in the table below are based on 
current market values for listed investments (tencent, 
mail.ru, Delivery Hero and makemytrip.) For the balance, 
directors’ valuations or comparable valuations are used. 
Clearly tencent dominates the investment portfolio – it 
comprises 87% of the Group’s valuation. but even with 
tencent trading at a one-year low, Naspers is still trading 
at a 35% discount to its sun-of-the-parts valuation. In 
other words, if Naspers were to sell all its assets today 

and distribute the cash to its shareholders, the share 
price could rise 35%. (It would be slightly less than that 
due to tax implications.) Given that tencent is still so 
dominant, one can easily calculate how quickly Naspers’ 
valuation can rise should tencent recover some of its 
under-performance over the past year.
From the chart showing the proportion of Naspers’ 

value that is derived from tencent, the discount has 
steadily widened over the years, although the trend has 
started to reverse in the last six months. Why should 
the discount start to narrow, when the trend has been 
steadily declining for the past seven years?

In our opinion, there are a number of reasons, but they 
all stem from increasing shareholder pressure on the 
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This sharp decline was caused by Naspers 
reducing its stake in Tencent from 33.2% to 
31.2%, in March 2018

Over the years, investors have increasingly refused to 
reflect Tencent’s full value in the Naspers share price. 
Furthermore, no value is being attributed to all of Naspers’ 
other investments.

Investment Value (r billion)
pay TV
multichoice South Africa 93.2
multichoice Africa 10.1

core Internet
tencent 1,865.3
mail.ru 21.5
Classifieds (poland, Asia, 
Colombia, UAe, portugal)

82.8

Avito & OLX brazil 54.9
emag 6.0
Delivery Hero 32.6
makemytrip 20.1
payU 21.7

Other Internet
takealot, Swiggy, Letgo, etc 13.1

Other
Cash, less head office costs and 
debt

-75.0

total value of Naspers’ 
underlying operations

2,146.3

Current value of Naspers  
(total market capitalisation)

1,382.9

Discount at which Naspers 
is trading to its underlying 
investments

35%

Source: Harvard House calculations, Renaissance BJM, 
Bloomberg
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the 4th Industrial revolution or 
Industry 4.0 is perhaps not some-
thing you have read about recently 
but you have almost certainly al-
ready encountered some element 
of it.
We stand on the brink of a technol-
ogy revolution that will fundamen-
tally change the way you and I live, 
work and relate to one another. In 
its scale, scope and complexity, the 
transformation will be unlike any-
thing humankind has experienced 

before. We do not yet know how it will unfold, but one 
thing is clear: the response to it will be integrated and 
comprehensive, involving all stakeholders of the global 

polity, from the public and private sectors to academia 
and civil society.
A brief history of the previous industrial revolutions is 
summarized below. 

1. the First Industrial revolution is widely taken to be 
the shift from our reliance on animals, human effort 
and biomass as primary sources of energy to the 
use of fossil fuels and the mechanical power this en-
abled.

2. the Second Industrial revolution occurred between 
the end of the 19th century and the first two de-
cades of the 20th century, and brought major break-
throughs in the form of electricity distribution, both 
wireless and wired communication, the synthesis of 
ammonia and new forms of power generation.

3. the third Industrial revolution began in the 1950s 
with the development of digital systems, communica-
tion and rapid advances in computing power, which 
have enabled new ways of generating, processing 
and sharing information. 

management team to unlock value. this in turn has 
been prompted by careful scrutiny of management 
remuneration. management was being rewarded 
based on growth in the share price. As we have clearly 
demonstrated in this article, much of that growth has 
been due to tencent, yet management has no day-to-day 
influence over Tencent. A large part of the management 
team’s bonuses has been based on a shrewd investor 
made ten years ago. Due to increasing pressure, this is 
changing. In future, remuneration will be more aligned 
with the performance of the balance of the portfolio, and 
consequently, this has forced management to take a 
fresh look at options to unlock the trapped value. 

More specifically, we understand that a few options are 
currently under consideration:

1. management has realized that Naspers has outgrown 
the JSe. Its size is too dominant, and hence its 
weighting has to be capped in most client portfolios 
otherwise it is too dominant, and therefore creates 
increasing concentration risk. Naspers constitutes 
22% of the top 40 index. bHp billiton is the second 
largest, with a weight of 10.3%, and richemont is 
third, at 10.1%. 

2. Aligned to the above issue, certain of the core 
internet businesses are reaching the crucial point of 
profitability, after years of investment. It might seem 
hard to believe, but it can take internet businesses 

years to achieve profitability, despite their apparent 
dominance. Many of the classifieds operations are 
reaching this point, and Naspers is considering 
whether to list them separately. 

3. We also believe that a separate listing or unbundling 
of multichoice is under consideration. multichoice is 
under pressure due to changing consumer habits. 
The rise of Netflix and other video streaming services 
is luring DStv subscribers away, especially premium 
subscribers. this erodes revenue for a business 
that has a largely-fixed cost base, and hence the 
inevitable decline in margins and profitability. 

regardless of which options are eventually pursued, 
we believe that Naspers offers a compelling investment 
case. It has successfully transformed itself into an 
incubator for internet businesses, and has been able to 
invest in some of the most promising new start-ups – 
something that ordinary SA investors would otherwise 
have no way to access. In the short term, its fortunes 
will continue to track those of tencent, but we expect 
Tencent’s influence to wane over time as other divisions 
start to fulfill their potential. As the next article from 
Willie articulates, the pace of change within technology 
is astounding. tencent, and Naspers’ other internet 
investments, are one avenue available for local investors 
to capitalize on it.

The dAwN Of A 
New reVOlUTION

WILLIE
PELSER
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What is the 4th Industrial revolution? before explaining, 
believe me when I tell you that it is already underway. Fur-
thermore, you are experiencing some of it from the simple 
fact that you have a mobile telephone. today, 43% of the 
world’s population is connected to the internet, mostly in 
developed countries. the United Nations has set a goal 
of connecting all the world’s inhabitants to affordable in-
ternet by 2020. this will increase access to information, 
education and global marketplaces, which will empower 
many people to improve their living conditions.

the Fourth Industrial revolution is being driven by a stag-
gering range of new technologies that are obscuring the 
boundaries between people, the internet and the physical 
world. It is a convergence of the digital, physical and bio-
logical spheres. From intelligent robots and self-driving 
cars to gene editing and 3D printing, dramatic technologi-
cal change is happening at lightning speed all around us.

the World economic Forum did a survey by asking 800 
technology experts a few “new technology” questions. 
the answers were staggering and mindboggling. For ex-
ample, when asked whether the transplant of a 3D-print-
ed liver is possible, 76% of the respondents said “yes”. 
Some of the other questions asked are shown in the chart 
below. 

In our research we have discovered and summarized that 
this 4th industrial revolution will transform the way we live, 
work and relate to one another in the coming years. In-
dustry 4.0 will affecting entire industries and economies, 
and will even challenge our notion of what it means to be 
human. We have come across 7 technology areas that 
we think will force change in the World and that will open 
new possibilities across the investment universe.
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Change is inevitable. but there are so many questions 
still to be answered. How will it affect our personal pri-
vacy, data security and our personal relationships? In the 
future, will it even be possible to be offline anymore? It is 
a brave new world with many unknowns. but the trends 

are clear, and the pace of change is accelerating. this will 
create winners and losers amongst current, established 
companies. Increasingly, we are having to take these 
changes into account as we look to build portfolios for the 
next five years.

                     “Industry”               Industry 4.0 concepts / technologies expected to change your world
1 computing 

capabilities, 
storage and 
access

…a world where everyone is connected by mobile devices with unprecedented 
processing power and storage capacity. As mobile devices become increasingly 
sophisticated, experts say it won’t be long before we are all carrying 
“supercomputers” in our pockets.

2 Big data each time you run a “Google” search, scan your passport, make an online 
purchase or tweet, you are leaving a data trail behind that can be analysed and 
monetized. Computers are already making decisions based on this information, 
and in less than 10 years, computer processors are expected to reach the 
processing power of the human brain. Jobs will be under threat.

3 digital health In the future, we will all have very detailed digital medical profiles, including 
information that many of us would rather keep private. big data will help to 
reduce costs and inefficiencies in healthcare systems, improve access 
(Analysing medical data collated from different populations’ enables researchers 
to understand patterns in diseases) and quality of care, and make medicine 
more personalized and precise.

4 The digitization 
of matter (or the 
concept of 3d 
printing)

3D printers will create not only cars, houses and other objects, but also 
human tissue, bones and custom prosthetics. Consumers can already design 
personalized products online, and will soon be able to simply press “print” 
instead of waiting for a delivery if you have a 3D printer at home/work.

5 The internet of 
things

Within the next decade, it is expected that more than a trillion sensors will be 
connected to the internet. Home automation is also happening fast. We can 
control our lights, heating, air conditioning and security systems remotely, but 
how much longer will it be before sensors are able to detect crumbs under the 
table and tell our automated vacuum cleaners to tidy up? Or the fridge calling 
Spar and ordering tomatoes, when there is only one left!

6 Blockchain this is not to be confused with bitcoin. banks, insurers and companies are racing 
to work out how they can use this technology to cut costs. before blockchain, 
we relied on trusted institutions such as a bank to act as a middleman. Now 
blockchain technology can act as that trusted authority on every type of 
transaction. the uses for blockchain technology are endless. Some expect that 
in less than 10 years, it will be used to collect taxes. And financial fraud will be 
significantly reduced. What a pity it wasn’t here during the Zuma era.

7 wearable 
internet

Computers are moving from our desks, to our laps, to our pockets and soon 
they will be integrated into our clothing. by 2025, 10% of people are expected 
to be wearing clothes connected to the internet and the first implantable mobile 
phone is expected to be sold. these devices can provide immediate information 
about our health and about what we see.

Technology, especially cloud computing, is radically changing the natiure of work around the world.
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Services Act (FAIS) of 2002.
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can engage in script lending.  Forward pricing is used. Commission and incentives may be paid and if so, are included in the overall cost.  
this fund may be closed to new investors.  Collective Investment  prices are calculated on a Net Asset Value basis and auditor’s fees, 
bank charges, trustee and rSC levies are levied against the portfolio. the portfolio manager may borrow up to 10% of portfolio NAV to 
bridge insufficient liquidity.   boutique Collective Investments is a member of ASISA and is an authorised Financial Services provider.  
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Harvard House, Chartered Accountants), or for any 
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( +27 (0) 33 330 2164
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ContaCt Details:

As we head into the final quarter of the year, our next 
seminar will focus on the application of our investment 
philosophy. the past three years have tested the 
patience of investors to the limit. Our next seminar 
will put our philosophy into context and highlight the 
benefits throughout various market cycles. 

please rSVp to Clare mitchell on 033 3302164 or 
clarem@hhgroup.co.za.

NATAl MIdlANds
topic: the Harvard House investment 

philosophy in action
Date: 25th of September 2018
Venue: Fernhill Hotel

midmar / tweedie  road
(almost opposite entrance to 
midmar

morning time: 10am for 10.30am
evening time: 5.30pm for 6pm

JOhANNesBUrG
topic: the Harvard House investment 

philosophy in action
Date: 20th of September 2018
Venue: rosebank Union Church, Cnr 

William Nichol and St Andrews 
road, Hurlingham

evening time: 7am for 7:30am


