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There has been much for South African investors to ponder 
over the past six weeks, and the mood in the country has 
oscillated between extreme pessimism to cautious optimism. 
Whilst “State Capture” and all its manifestations is in the press 
daily, the damage being done to our economy was really laid 
bare when Minister Gigaba delivered his medium-term Budget 
statement. We discussed this briefly in our last issue, but the 
message from the Minister was anything but encouraging. Tax 
revenues are R40 billion behind budget, spending is too high, 
and our national debt is spiraling out of control. Commentators 
were scrambling over themselves to proclaim that we had 
finally reached the end of the road. The future was bleak, to 
put it mildly. 

Fast forward four weeks to the 23rd November. Two days 
before the S&P and Moody’s were due to announce their 
latest decisions on our sovereign credit ratings, investors were 
in a buoyant mood. Mr. Mugabe had finally resigned. There 
was a growing opinion – not one that we shared - that neither 
ratings agency would take any action. This was supported by a 
growing consensus that Cyril Ramaphosa would win the ANC 
election in December. The net result of these factors was a 
rally in both the currency and shares geared towards the local 
economy – such as retailers and banks.

Two days later, the ratings agencies announced their decisions. 
S&P took the decision to downgrade both our foreign and 
local debt by one notch. On their scale, both foreign and local 
debt is now sub-investment grade. Moody’s chose to give us a 
stay of execution. They have put our local debt on “negative” 
watch, and will make a final decision in three months’ time, 
after the February Budget. The Rand reacted initially, but soon 
recovered its composure. In our opinion, South Africa and the 
Treasury will have to move mountains to prevent the next leg 
of the downgrade in three months’ time. We are very skeptical 
that this will be achieved, regardless of who wins the December 
elective conference. Hence, in our opinion, the probability of 
a further downgrade is high, and investors should be wary of 
getting carried away on any short term good news. 

As we have said on previous occasions, in our opinion offshore 
diversification is about more than just protection against 
a weaker currency. Global diversification offers investors 
exposure to alternative economies, many of which are growing 
at a faster rate than ours, as well as exposure to alternative 
industries, some of which we don’t have in South Africa. 

Examples include technology, social media, global consumer 
goods, and medical technology, to name just a few. 

We published the chart below in the October issue of Intuition. 
It has been updated to show the forecast growth for both SA and 
the global economy for the next two years. Disappointingly, 
growth in South Africa is forecast to remain well below that of 
the rest of the world for the forseeable future. Of course, this can 
change should there be a change in politics, but South Africa 
still has a mountain to climb to regain its growth momentum. 
Clients of Harvard House can diversify internationally in two 
ways. The first is to physically take cash offshore and open an 

offshore portfolio through Saxo Bank, managed by Harvard 
House. The second is to leave the funds in South Africa, 
but buy globally diversified businesses which are listed on 
the JSE. Local investors are fortunate that we have a wide 
range of locally-listed shares from which to choose that offer 
exposure to offshore economies. The diagram below highlights 
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Forecasts for the next two years suggest that growth in SA 
will continue to lag behind that of the rest of the world.

Christmas Holidays

As usual, Harvard House will close its offices for one 
week over the Christmas period. Our offices will close at 
12pm on Friday, 22nd December, and reopen on Tuesday, 
2nd January. 

Please note that during this period, we will not be able 
to process any cash withdrawals for clients, so please 
plan ahead if required. Note however that this does not 
apply to regular monthly income payments. Those will 
be processed as normal.   If you have any queries, please 
speak with your financial consultant or portfolio manager. 
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the various choices. It is not an exhaustive list, but rather a 
pragmatic selection of just what can be achieved.

Clients should be familiar with the individual companies 
highlighted in the top three boxes – they feature extensively in 
our portfolios. Not only do they earn all (or a substantial part) 
of their earnings from outside of South Africa, but they are also 
some of our most admired and successful companies. We will 
continue to invest in them, regardless of near term political 
developments.

The rest of this article will focus on the other options – some of 
which are far less familiar to investors. 

Astoria
Astoria listed on the JSE on the 25th November, 2015, just 
weeks before Finance Minister Nene was fired. There was thus 
huge interest at the time for this unique investment company, 
which is incorporated in Mauritius, and which invests solely in 
offshore assets. Astoria gives SA investors immediate exposure 
to USD capital appreciation over the medium to long-term by 
being invested in global, high-quality listed businesses that 
are located mainly in developed markets  i.e. United States, 
Europe, United Kingdom, Asia, Australia as well as South 
Africa and Mauritius. It offers an alternative entry point for 
investors who simply cannot afford the minimum lump sum 
of approximately R500 000 to open up an actively managed 
offshore portfolio. Key to the success of any investment is 
the quality of the decision-makers & Astoria boasts a very 
impressive investment team with significant experience in 
managing global equities.

Astoria management’s core strategy is to identify high-quality 
businesses with strong cash flows, offering long-term growth 

potential & durability. You will no doubt recognise a few of 
their top investments - Nike, Facebook, Apple, Mastercard, 

Starbucks, FedEx, Google and Johnson 
& Johnson to name a few. Another 
advantage is their ability to participate 
in pre-listings. For example, Astoria 
invested into Echo Polska Properties 
ahead of its listing on the JSE.  This 
was its largest single investment to date 
and it invested EUR13 million at EUR1 
per share. Echo Polska (EPP) was then 
listed on the JSE at EUR1.45 per share. 
Management took advantage of the 
rise in the price to reduce its exposure 
from 13% of its portfolio to a more 
manageable 7.7%, locking in a solid 
profit. Apart from its investment in 
EPP, no other equity position comprises 
more than 4% of the total value of the 
portfolio, which ensures a healthy level 
of diversification. At the last reporting 

period, the portfolio was made up as follows: 

•	 77.8% is invested in Listed Global Equities, which includes 
the stake in EPP;

•	 5.2% is invested in niche funds, private equity & other 
exchange traded funds. This portion is limited to a 
maximum of 20% of the portfolio. 

•	 The remaining 17% is invested in cash, denominated in 
US Dollars.

Astoria trades at a discount to the value of its investment 
portfolio or its Net Asset Value (NAV). In other words, were 
you to buy the same shares directly it would be more expensive 
than buying the portfolio through Astoria. Its NAV at the end of 
September was USD 1.16 per share, or R15.72 when converted 
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Astoria’s portfolio is biased towards the US, but it also has 
significant exposure to Europe, which is an attractive at 
present
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to Rands. Yet the share price was trading at R11.90, which 
highlights the discount. The recent rally to R13 shows the 
benefit of being exposed to offshore markets, many of which 
have reached record highs, as well as the recent weakening of 
the Rand. Astoria does not currently pay a dividend but rather 
prefers to re-invest any dividends earned back into the portfolio. 
Thus, if you are seeking to diversify your investments away 
from South Africa, Astoria offers an actively managed and 
cheap portfolio of blue-chip assets. 

Reinet Investments
Reinet is a well-known rand hedge share which started its life 
after it was spun out of Richemont. Originally, Richemont 
held interests in both luxury goods and tobacco. In 2008, it 
was split into two companies. The shares of Reinet are listed 
on the Luxembourg Stock Exchange and Euronext Amsterdam 
whilst in SA we have a secondary listing of depository receipts. 
This will change before the end of November. The depository 
receipts will be listed and will be replaced with ordinary shares 
that will be inward listed. It is a technicality, but it will simplify 
the structure in future. 

At listing, Reinet’s portfolio comprised of a stake in British 
American Tobacco (BAT) and cash. This was effectively how 
Reinet would fund its new acquisitions, via selling down 
their holding in BAT (initially 82% of the portfolio, and 
currently 67% of net asset value) together with any dividend 
proceeds received from BAT. There was some cash at the 
initial unbundling (roughly 18%). The company’s defined 
investment strategy is to take a long-term view of investment 
opportunities, with the flexibility to invest in a wide range of 
asset classes, including listed and unlisted equities, bonds, real 
estate and derivative instruments. There is also an emphasis on 
the protection of shareholders’ capital. Thus, management has 
a very broad investment mandate. 

The initial attraction of Reinet was that Johann Rupert would 
be able to replicate his local deal making prowess in the 
international investment arena. The pace of investment has 
unfortunately been a relatively slow procedure, but Mr. Rupert 
has been known for his conservatism. 

The first major acquisition was that of Pension Insurance 
Corporation in the UK in 2012. This has grown to become 
the largest new investment in the portfolio, currently making 
up 22.4% of Reinet’s NAV. The business is not dissimilar to 
that of the locally listed Alexander Forbes. Pension Insurance 
Corporation insures defined benefit pension funds in the UK, 
effectively securing pension benefits within the regulatory 
framework and removing risk from those companies that are 
responsible for defined benefit pension funds. The latest set of 
interim results from this unlisted company showed an increase 
in operating profit of 18% from the previous year and £1.9 

billion worth of new premiums written, versus £918 million 
for the same period of 2016.

Other investments in the portfolio include:

•	 Trilantic Capital Partners (4% of NAV) – Its North 
American focus is on business services, consumer, energy 
and financial services whilst in Europe the focus is on 
consumer & leisure, TMT, industrials, business services 
and healthcare.

•	 36 South macro/volatility funds (0.8% of NAV) – a 
leading volatility and tail risk (an event or outcome that has 
only a small probability of happening) manager based in 
the UK. This is effectively a derivatives trading operation.

•	 Asian private equity and portfolio funds (3.4% of NAV) 
– consists of the Milestone China Opportunities Fund and 
the Prescient China Balanced Fund, both having various 
mandates for gaining exposure to listed Chinese shares.

•	 Specialised Investment Funds (6.2% of NAV). This 
has three elements to it. Firstly, Snow Phipps – a private 
equity firm primarily focused on North America targeting 
the industrial, services and consumer sectors. Secondly, 
GAM Real Estate Finance Fund – provides funding for 
commercial real estate, filling the gap between availability 
from banks and other traditional lenders. The focus area 
is primarily in Western Europe (predominantly the UK). 
Thirdly, NanoDimension Funds – a venture capital firm 
investing in disruptive technologies in the biosciences, 
energy innovations or alternative materials field. As an 
example, this Fund has an investment in Graphene, a new 
composite material that is widely considered to be one of 
the most exciting innovations of recent times. 

•	 United States land development and mortgages (1.9% 
of NAV) – invested directly and with partners in acquiring 
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Reinet has underperformed its main investment, British 
American Tobacco, partly due to the slow pace at which they 
have diversified into new investments.
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interests in real estate development projects in the USA 
(Florida, Georgia, Colorado, North and South Carolina 
and Nevada).

•	 The balance of the portfolio comprises of small 
diamond interests and other investments (collectively 
1.9% of NAV).

As can be seen, it is a varied mix of assets with a definite bias 
towards financial services. Reinet has made commitments to 
further investments in several of the companies mentioned 
above which will see its holding becoming more meaningful to 
the overall portfolio as time progresses.

Until these investments reach maturity and / or some other 
meaningful investments are found, there remains some 
investor consternation regarding the 1% fee that Reinet is 
charged for the management of its investment portfolio. The 
issue is not necessarily that 1% is too high, but rather the slow 
pace of diversification away from their original investments. 
Effectively, shareholders are funding management to hold a 
large stake in BAT with so far relatively little diversification.

Nonetheless, Reinet remains a solid rand hedge, with an 
interesting portfolio that has exposure to strong and growing 
economies, and giving investors access to industries that are 
unavailable on the local exchange.

Provider managed by product Underlying exposure

Itrix Sygnia Asset management Itrix	MSCI	World MSCI	World	Index	in	USD
Itrix	S&P	500 S&P	500	Index	(USA)

Itrix	Global	Property S&P	Global	Property	Index	 
(40	largest	global	property	firms)

Itrix	MSCI	USA MSCI	US	Index
Itrix	MSCI	Japan MSCI	Japan	Index,	which	is	similar	to	the	Nikkei	225	

Index	–	the	top	225	companies	in	Japan.	
Itrix	FTSE	100 FTSE	100	Index,	the	top	100	companies	in	the	UK.

Itrix	EuroStoxx	50 EuroStoxx	50	Index,	the	top	50	companies	across	
Europe.	

CoreShares Collaboration	between	
Bridge	Asset	Management,	

RMI,	&	Outurance

CoreShares	S&P500 S&P	500	Index	(USA)

CoreShares	S&P	
Global	Property

S&P	Global	Property	Index	 
(40	largest	global	property	firms)

provider managed by product Underlying exposure

NewFunds AbSA NewGold 1oz	of	gold,	in	US	Dollars
NewGold	
Platinum

1oz	of	platinum,	in	US	Dollars

NewPalladium 1oz	of	palladium,	in	US	Dollars

Exchange traded funds
Most clients will be familiar with exchange traded funds 
(or ETFs for short.) The range of Satrix funds were the first 
ETFs to be launched in this country. Since then, the range has 
broadened considerably, and now includes offshore-orientated 
ETFs that allow investors to track the performance of some 
of the world’s biggest stock exchanges.  ETFs are generally 
passive investment vehicles. In other words, they track a 
certain index or industry and there is no discretion to deviate 

therefrom. 

There are two primary providers of offshore-focused ETFs. 
They are the “Itrix” and “CoreShares” ranges. The table 
below highlights the various options offered by each provider. 
All of the above ETFs are focused on equity investments – ie, 
they track a basket of underlying shares in their respective 
countries. 

In addition to these, ABSA has a range of commodity ETFs 
that track the performance of gold, platinum and palladium 
respectively. The commodity ETFs allow you to take a view 

of the direction of the underlying commodity without having 
to invest in far riskier mining companies that can be affected 
by legislation and operation issues.
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Bitcoin is a peer-to-peer digital currency 
system. It is the first decentralized 
payment network that is powered by its 
users with no central authority (such as 
a central bank) or middlemen. Originally 
described as “cash for the internet”, its 
popularity has skyrocketed, resulting in 
widespread acceptance of this “currency”. 
Bitcoin was invented by a software 
developer, Satoshi Nakamoto (possibly a 
pseudonym), in 2009 with the release of 

his “white paper”, proposing Bitcoin as an electronic payment 
system based on mathematical proof. Encryption is at the heart 
of Bitcoin and unlike PayPal or VISA, complete anonymity is 
guaranteed.

But is it really a currency at all? A functional currency has 
two key attributes. Firstly, it must be a store of value, and 
secondly, it must be a medium of exchange. It is highly 
questionable whether Bitcoin can be regarded as a store of 
value, given the extreme fluctuations in the price. Secondly, 
even though some retailers claim that they accept Bitcoin as 

payment, practically it is not that easy. In certain places, it can 
take a up to a few hours to settle a Bitcoin transaction. The 
majority of transactions in Bitcoin are speculative trading, 
and for transactions where investors are seeking to circumvent 
exchange controls or other restrictions. 

Who prints Bitcoin?

No one. It is created digitally by a community of people that 
anyone can join. The Bitcoin protocol is hard-limited to 21 
million Bitcoins. There can never be more than 21 million in 
issue. However, these coins can be divided into smaller parts. 
The smallest divisible amount is one hundred millionth of a 

Exchange traded notes
Exchange traded notes are very similar to ETFs, but there 
is an important difference. Whereas ETFs are registered unit 
trusts and are stand-alone legal entities, ETNs are issued by 
a Bank and have counterparty risk to that issuer. In the case 
of the ETNs listed below, they are all issued by ABSA. If 
ABSA went into liquidation, ETN investors would lose all 
their money, regardless of what happened to the US Dollar 
or other currency. This is not the case with ETFs, which are 
ringfenced and have their own balance sheet, which mirrors 
the portfolio of underlying investments. There are commodity 

ETNs listed by South Africa that trade on the JSE, but we 
have limited our commentary to those listed by ABSA, 
and which provide investors with exposure to alternative 
currencies. An investment into the NEWUSD ETN is an 
effective investment into cash which is denominated in US 
Dollars. The performance of the investment would depend 
entirely on the movement of the exchange rate between the 
Rand and the US Dollar. An investor would also earn interest 
on the investment – but this is a moot point at present given 
that interest rates overseas are effectively zero. 

bItcoIn 
explaIned

Steve
Smart

provider managed by product Underlying exposure

NewFunds AbSA NewUSD US dollars
NewEUR Euros
NewGBP Pounds

Summary
At the time of writing, we do not have any idea who will 
prevail at the ANC’s December conference. If there is a 
change, we would expect a short-term rally in the currency 
and for SA-orientated shares to outperform, at the expense 
of the many of the investments highlighted in this article. 

Nonetheless, it is our opinion that even if we do get change, 
SA has a long road ahead of it to improve the economy. We 
regard many of the aforementioned investments as high-
quality companies with superior track records. Consequently, 
we will remain investors in these companies, even if it does 
imply some short-term underperformance. 
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Bitcoin. The last Bitcoin will be “mined” in 2140. All Bitcoin 
transactions are recorded permanently on a distributed ledger 
called the “blockchain” – this ledger is shared between all 
Bitcoin “miners” around the world, and is publicly-viewable. 
These miners verify transactions and keep the network secure, 
for this task they are rewarded with new bitcoins.

What is the value of Bitcoin?

At the time of writing, Bitcoin was trading at $10,600 per coin, 
giving the currency a market capitalization of $175 billion. 
Compare that to Naspers Limited, the largest company on the 
JSE, which has a market capitalization of $120 billion.  The 
meteoric rise in price over the past few years – it has risen 920% 
this year alone - and stories of newly minted millionaires, has 
fueled speculation and new demand. However, be warned 
that it is a bumpy ride. The price fluctuates wildly and 30% 
swings in either direction are commonplace. To date, all major 
sell- offs have been followed by new all-time highs. In reality, 
the real value lies more in the blockchain technology rather 
than in the individual coin, of which there are currently 2,443 
different cryptocurrencies in circulation. Technology giants 
such as Microsoft and SAP, as well as major banks have all 
supported the technology. There is no doubt that some valuable 
applications of this technology will emerge soon.  

A cursory glance at the chart below needs to be accompanied 
by the sounds of Led Zeppelin’s “Stairway to Heaven!” It 
has truly been a remarkable rise. The pace of the rally has 
outstripped previous bubbles, and there appears to be no end 

in sight.

Where can I buy Bitcoin?

If you have the urge to get involved then Luno – accessed 
via a smartphone app or website - is the simplest method for 
South Africans. Download the application and transfer funds 
from your SA bank account. This will convert your Rands into 
Bitcoin. “Bob’s your uncle”, you are now the proud owner of 
some digital currency. You can then use this new currency to 
pay for coffee at selected retailers, perform online purchases 
or simply brag to your kids and grandchildren that you are 
on the forefront of modern technology! The website is www.
luno.com. Unfortunately, given that Bitcoin is technically an 
unlisted investment, we are precluded from investing in it on 
behalf of clients due to the limitations of our mandate. 

In conclusion, let us answer the original question of whether 
Bitcoin “is a valid asset class?” An asset class is a group of 
investments that have similar characteristics, behave similarly 
and are subject to similar market forces, laws and regulations. 
Traditional asset classes include shares, bonds, real estate, 
cash and commodities. Cryptocurrencies therefore fall out of 
the scope of the traditional, and into the realm of the brand 
new and untested. However, Bitcoin has no intrinsic value – 
there is no method to value what each Bitcoin is worth, other 
than what another investor is willing to pay for it. In our 
opinion, that makes Bitcoin a speculative gamble, rather than 
a serious investment. 
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The	JSE	has	risen	by	20%	from	January	to	November	
2017,	but	my	portfolio	does	not	seem	to	have	grown	to	
the	same	extent.	Why?	Robin	will	delve	 into	portfolio	
construction	and	why	the	benchmark	index	may	not	be	
a	useful	guide	to	your	own	portfolio.	

Please	 RSVP	 to	 Clare	 Mitchell	 on	 033	 3302164	 or	
clarem@hhgroup.co.za.	

For	 more	 information	 on	 the	 range	 of	 products	 and	
services	 offered	 by	 Harvard	 House	 Investment	
Management	and	its	associated	companies	(including	
Harvard	 House,	 Chartered	Accountants),	 or	 for	 any	
financial	advice,	please	contact	the	Company	at:

disclaimer:
The	information	contained	in	this	newsletter	comes	from	sources	believed	to	be	reliable,	but	Harvard	House	Investment	Management	
(Pty)	Ltd	,	Harvard	House	Financial	Services	Trust,	Harvard	House	Insurance	Brokers	and	Harvard	House,	Chartered	Accountants	
(collectively	known	as	the	Harvard	House	Group),	do	not	warrant	its	completeness	or	accuracy.		Opinions,	estimates	and	assumptions	
constitute	our	judgment	as	of	the	date	hereof	and	are	subject	to	change	without	notice.		Past	performance	is	not	indicative	of	future	
results.		This	material	is	not	intended	as	an	offer	or	solicitation	for	the	purchase	or	sale	of	any	financial	instrument.	Any	investor	who	
wishes	to	invest	with	the	Company	should	seek	additional	advice	from	an	authorized	representative	of	the	firm.	The	Company	accepts	
no	liability	whatsoever	for	any	loss	or	damages	whatsoever	and	howsoever	incurred,	or	suffered,	resulting,	or	arising,	from	the	use	of	
this	newsletter.	The	contents	of	this	newsletter	does	not	constitute	advice	as	contemplated	in	the	Financial	Advisory	and	Intermediary	
Services	Act	(FAIS)	of	2002.
 
The	Harvard	House	unit	trusts	are	registered	under	Boutique	Collective	Investments.		Custodian:	Standard	Executors	&	Trustees:		Tel	
(021)	007-1500.		Collective	Investments	are	generally	medium	to	long	term	investments.	The	value	of	participating	interests	may	go	
down	as	well	as	up	and	past	performance	is	not	necessarily	a	guide	to	the	future.	Collective	Investments	are	traded	at	ruling	prices	and	
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.		
Should	you	have	any	 further	queries	or	complaints	 regarding	 the	suite	of	units	 trusts	offered	by	The	Harvard	House	Group	please	
contact:		Boutique	Collective	Investments	Call	Centre,	Tel:	(021)	007-1500,	Email:		clientservices@bcis.co.za.		For	your	information,	the	
FAIS	ombudsman	provides	an	independent	and	objective	advisory	service.		Should	you	not	be	satisfied	with	the	outcome	of	a	complaint	
handled	by	Boutique	Collective	Investments,	please	write	to,	The	Ombudsman,	PO	Box	74571,	Lynnwoodridge,	0040.		Telephone	(012)	
470	9080/99.		Fax	(012)	348	3447.		Email:		info@faisombud.co.za
 
Harvard	House	Investment	Management	(Pty)	Ltd*,	Licence	no:	675			 Harvard	House	Insurance	Brokers*,	License	no.		44138	
 
Harvard	House	Financial	Services	Trust*,	Licence no:	7758	 	 *	Authorised	financial	service	providers	in	terms	of	FAIS	(2002)

harvard hoUse GroUp
G 3	Harvard	Street,	Howick,	3290,	South	Africa

+ P.O.	Box	235,	Howick,	3290,	South	Africa

( +27	(0)	33	330	2164

7 +27	(0)	33	330	2617

@ admin@hhgroup.co.za

W www.hhgroup.co.za

ContaCt Details:

natal mIdlands
Topic: A	Layman’s	Guide	to	Interpreting	

your	Portfolio
Date: 30th	January	2018
Venue: Fernhill	Hotel

Midmar	/	Tweedie		Road
(almost	opposite	entrance	to	
midmar

Morning	Time: 10am	for	10.30am
Evening	Time: 5.30pm	for	6pm

insight seminars

JohannesbUrG
Topic: 2018:	More	of	the	same?
Date: 18th	January	2018
Venue: Rosebank	Union	Church,	Cnr	

William	Nichol	and	St	Andrews	
Road,	Hurlingham

Evening	Time: 7am	for	7.30am


