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Dear

	
To	start	with	we	would	 like	 to	wish	you	and	your	 families	good	health	and	a	prosperous	New	Year.	 	Looking	back	 there	were
two	major	narratives	in	December	2017.		The	biggest	one	for	South	Africa	going	forward	was	the	election	of	Cyril	Ramaphosa,
by	the	narrowest	margins,	as	the	president	of	the	ruling	African	National	Congress.		Due	to	the	size	of	the	ANC	support	base	this
will	mean	that	he	will	probably	be	the	next	president	of	South	Africa.
	
Regular	 readers	 of	 our	 newsletter	will	 know	 how	 important	 the	ANC	 elective	 conference	was	 for	 the	 future	 of	 South	Africa.	
International	market	participants	have	viewed	the	appointment	as	Mr	Ramaphosa	as	being	very	positive	for	the	country	and	the
economy.		As	a	result	the	Rand	strengthened	materially	in	the	last	2	weeks	of	the	year.		This	saw	a	huge	unwind	of	the	“political
discount”	that	was	priced	into	the	Rand	and	it	finished	the	year	at	levels	last	seen	in	2015,	prior	to	the	whole	Nenegate	debacle.
	
We	would	caution	everyone	that,	although	the	result	was	positive,	the	economy	won’t	turn	around	overnight	and	it	will	take	a	lot
of	hard	work	to	steer	South	Africa	in	the	right	direction.		We	do	hope	that	the	appointment	of	Mr	Ramaphosa	will	mean	an	end	to
the	corruption	that	plagues	various	levels	of	government	and	the	state-owned	entities.
	
The	 benefit	 of	 the	 stronger	Rand	 is	 already	 benefiting	 consumers	with	 fuel	 prices	 decreasing	 tonight,	 this	 despite	 the	 oil	 price
continuing	to	rise.		South	Africa	may	be	one	of	the	few	countries	in	the	world	currently	experiencing	a	drop	in	the	price	of	fuel.
	
The	second	big	story	of	December	 revolved	around	Steinhoff,	 the	 large	global	 furniture	 retailer.	 	Their	share	price	plummeted
90%	in	 the	month	following	 the	resignation	of	 the	CEO,	Markus	Jooste.	 	The	 information	coming	from	the	company	has	been
rather	 scarce	 but	 it	 appears	 that	 the	 resignation	 relates	 to	 some	 fraudulent	 accounting	 practices	 and	 that	 results	 of	 its	 previous
financial	years	cannot	be	relied	on.		What	is	clear	is	that	the	private	sector	is	not	blame	free	as	we	find	it	hard	to	believe	that	only
the	CEO	knew	and	understood	how	the	results	were	being	reported.		If	any	of	the	directors	or	auditors	are	found	to	be	guilty	of
wrongdoings	then	they	need	to	be	held	accountable.
	
We	are	confident	that	2018	should	prove	to	be	a	better	year	than	2017	for	the	economy.		If	the	politicians	and	businessmen	can
get	 their	 houses	 in	 order	 we	 believe	 that	 a	 joint	 effort	 will	 rejuvenate	 the	 economy	 and	 generate	 growth.	 	 To	 that	 end	 Mr
Ramaphosa	 is	 a	 very	welcome	 appointment,	 given	 his	 history	 and	 known	 skills	 in	 negotiations	 and	 business.	 	We	 believe	 the
appointment	reaffirms	our	belief	that	good	or	common	sense	will	always	prevail.
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OUR	TAKE	ON	BITCOIN
	
Bitcoin	 is	 certainly	 very	 topical	 at	 the	moment	 as	 this	 past	month	 saw	 the	 first	 listings	 of	 Bitcoin	 futures	 on	 two	 international
exchanges.		People	from	all	walks	of	life	are	talking	about	this	cryptocurrency	and	we	get	asked	for	our	opinion	on	Bitcoin	quite
regularly.	 	 We’ve	 thus	 decided	 to	 publish	 our	 current	 view	 on	 Bitcoin,	 although	 it	 is	 important	 to	 note	 that	 as	 Bitcoin	 isn’t
regulated	by	the	Financial	Services	Board	this	article	cannot	be	used	as	advice.
	
What	is	Bitcoin?
	
Bitcoin	 is	 the	most	popular	and	well	known	of	 the	cryptocurrencies.	 	A	cryptocurrency	 is	 a	digital	 asset	designed	 to	work	as	a
medium	of	exchange	that	uses	cryptography	to	secure	its	transactions,	to	control	the	creation	of	additional	units,	and	to	verify	the
transfer	of	assets.
	
Similar	to	a	number	of	the	other	virtual	currencies	it	relies	on	blockchain	technology	to	function.		A	blockchain	is	a	continuously
growing	list	of	records	which	are	called	“blocks”,	each	time-stamped	and	containing	records	of	 the	transactions	that	have	taken
place.		The	total	blockchain	represents	all	the	Bitcoin	transactions	that	have	ever	taken	place	and	any	new	transactions	are	merely
added	 on	 to	 the	 end	 of	 the	 chain.	 	 The	 Bitcoin	 blockchain	 is	 essentially	 a	 public	 ledger,	 which	 is	 freely	 shared,	 continually
updated,	under	no	central	control	and	cannot	be	destroyed.	
	
Bitcoin	 and	 other	 virtual	 currencies	 in	 theory	 remove	 the	 middle	 man.	 	 There	 are	 no	 Banks,	 no	 Governments,	 no	 Visa,	 no
Mastercard	 and	no	Paypal	 that	 have	 to	 regulate	 and	verify	 the	 transactions.	 	The	 transactions	 are	 verified	 through	 a	 validation
process	that	enables	Bitcoin	mining.
	

Interestingly	enough,	Google	Docs	is	another	example	of	blockchain	technology.		Many	users	can	access	and	edit	the	same	file	at
the	same	time	and	each	change	is	automatically	recorded	and	added	into	the	file,	and	updated	for	everyone	that	may	be	accessing
the	 file	 at	 the	 same	 time.	 	 Blockchain	 technology	was	 designed	 for	 Bitcoin	 but	 its	 use	 is	 becoming	more	 and	more	 prevalent
elsewhere.
	
Why	is	Bitcoin	so	popular?
	
We	would	contend	 that	 the	dramatic	price	 rise	of	Bitcoin	has	occurred	due	 to	 the	 increased	hype	around	 the	currency	and	has
probably	resulted	in	even	further	price	increases.
	
The	first	real	world	Bitcoin	transaction	took	place	in	May	2010	when	10	000	Bitcoins	were	exchanged	for	2	pizzas.		This	placed
an	estimated	value	of	Bitcoin	 in	May	2010	as	 less	 than	$0.01	per	coin.	 	From	there	 in	 less	 than	a	year	 the	Bitcoin	had	reached
parity	with	the	US	Dollar	and,	after	a	further	2	years,	reached	$1	000.		The	dramatic	price	increase	has	continued,	although	not
without	volatility.		The	chart	below	demonstrates	the	movement	in	the	Bitcoin	price	over	the	past	2	years.
	

The	price	at	 the	start	of	2017	was	$998.99	and	 this	 increased	19x	to	 the	all-time	high	of	$19	187	 in	 the	middle	of	December.	
With	the	launch	of	the	futures,	and	the	ability	to	short	Bitcoin,	investors	lost	28%	of	their	value	in	the	last	2	weeks	of	2017.
	
Bitcoin	Mining
	
Bitcoin	 is	 different	 to	 your	historic	 currencies	 in	 that	 there	 is	 a	 finite	 number	of	Bitcoin	 that	will	 ever	 be	 in	 existence.	 	With	 a
government	backed	currency	the	central	bank	just	prints	more	money	as	and	when	it	is	required.		There	is	a	maximum	limit	of	21
million	Bitcoins	that	will	ever	exist.		At	the	moment	just	fewer	than	17	million	Bitcoins	are	in	circulation.
	
New	Bitcoins	are	issued	into	circulation	as	rewards	to	Bitcoin	miners	for	completing	blocks	within	the	blockchain.		Essentially	a
Bitcoin	miner	 is	using	a	high	amount	of	 computer	processing	power	 to	verify	 the	 transaction	and	update	 the	blockchain.	 	The
miner	whose	 computer	 completes	 the	 transaction	 first	 earns	 the	Bitcoin.	 	Because	 of	 the	 huge	 increases	 in	 the	 price	 of	Bitcoin
most	 of	 the	 mining	 is	 now	 done	 by	 large	 data	 servers	 in	 areas	 where	 electricity	 is	 cheap.	 	 It	 is	 estimated	 that	 over	 50%	 of
processing	power	for	Bitcoin	mining	is	in	China.
	
Who	would	buy	Bitcoins?
	
In	our	opinion	there	are	three	major	groups	of	buyers	of	Bitcoin:
	

1.	 Speculators	who	look	at	the	historic	returns	and	hope	to	make	a	quick	profit;
2.	 People	 who	 are	 attracted	 by	 the	 fact	 that	 Bitcoin	 trades	 in	 a	 non-regulated	 environment	 that	 can	 bypass	 legislation

including	exchange	control	and	taxes;	or
3.	 Consumers	who	wish	to	utilise	the	Bitcoin	as	an	item	of	exchange	and	thus	wish	to	spend	them.

	
We	would	feel	 that	consumers	are	 in	 the	minority	as	 it	 is	still	very	difficult	 to	utilise	Bitcoin	as	an	actual	medium	of	exchange.	
There	 are	 limited	 places	 that	 accept	Bitcoin	 and	 your	 governments	will	 probably	 never	 accept	 it	 in	 order	 to	 pay	 your	 biggest
expenses,	namely	rates	and	taxes.
	
Another	 reason	why	consumers	don’t	 really	 exist	 is	 that	 due	 to	 the	 rapid	 increase	 in	 the	price	of	Bitcoin	 it	 doesn’t	 pay	you	 to
spend	your	Bitcoins,	in	fact	if	you	wait	another	day	the	thing	you	wish	to	purchase	may	cost	you	less	when	paying	with	Bitcoin
(even	if	the	Rand	or	Dollar	price	is	unchanged).
	
It	is	for	this	reason	that	the	majority	of	Bitcoin	owners	are	either	speculators	or	people	wishing	to	avoid	some	form	of	legislation.	
Both	of	whom	could	account	for	the	dramatic	price	increases	experienced	over	the	past	few	years.
	
The	Magwitch	View
	
We	aren’t	great	believers	 in	Bitcoin	at	 the	current	 levels.	 	None	of	 the	Magwitch	 staff	or	management	owns	any	Bitcoins.	 	We
don’t	think	it	is	an	asset	because	you	don’t	receive	a	yield	(interest)	on	the	investment.
	
In	addition	we	are	concerned	that	Bitcoin	doesn’t	actually	have	anything	underpinning	its	value.		It	exists	as	a	digital	asset	and	its
only	 source	 of	 value	 appears	 to	 be	 the	 fact	 that	 there	 is	 a	 limited	 supply	 of	 it.	 	 There	 is	 no	 balance	 sheet	 underpinning	 it	 and
nothing	that	investors	could	cling	to	if	the	price	falls.	 	We	aren’t	comfortable	with	a	currency	that	cannot	be	used	as	a	currency
and	yet	isn’t	designed	to	be	used	as	anything	else.
	
Whilst	 there	may	still	be	possible	upside	 in	 the	price	of	Bitcoin,	 its	dramatic	price	 increases,	especially	 the	 last	12	months,	does
lead	us	to	view	it	with	caution.		Nothing	continually	goes	up	and	over	time	things	revert	to	their	fair	value.		The	question	that	we
definitely	cannot	answer	is	what	should	the	fair	value	of	Bitcoin	be?		What	goes	up	usually	comes	down	and	the	quicker	the	rise,
the	more	dramatic	the	fall.
	
We	would	recommend	that	anyone	wishing	to	invest	in	Bitcoin	do	it	only	with	money	that	they	can	afford	to	lose.	
	
Do	the	basics	right	before	you	consider	Bitcoin:
	

Keep	up	to	date	with	any	debt	repayments,	specifically	mortgage	bonds;
Ensure	that	the	school	fees	are	paid;
Utilise	your	tax	allowances	and	save	adequately	for	retirement;	and
Spend	the	necessary	amounts	to	ensure	that	the	family	is	fed	and	clothed.

	
Financial	wealth	arises	through	being	disciplined	as	opposed	to	trying	to	make	a	quick	buck.	
		

	

ABOUT	MAGWITCH

	
Magwitch	Securities	is	a	Financial	Services	Broker	offering	the	following	products	as	a
comprehensive	financial	solution	to	both	individuals	and	businesses:

	
• Employee	Benefits • Retirement	Planning • Money	Market

• Medical	Aid • Investment	Planning • Investments

• Risk	Benefits • Estate	Planning • Treasury	Management

• Short	Term	Insurance • Foreign	Exchange • Trust	Administration

	
t:	011	453	3048 f:	011	453	0715 www.magwitch.co.za

	
Magwitch	Securities	Proprietary	Limited	is	an	authorised	financial	services	provider,
registered	with	the	Financial	Services	Board	-	FSP	number	26829

	
	
	
Disclaimer:	Although	every	 effort	 has	been	made	 to	 ensure	 the	 accuracy	of	 the	 content	of	 this	newsletter,	Magwitch	Securities
(Pty)	Ltd	 accepts	 no	 liability	 in	 respect	 of	 any	 errors	 or	 omissions	 contained	 herein.	The	 contents	 of	 this	 newsletter	 cannot	 be
construed	as	financial	advice	and	does	not	confer	any	rights	whatsoever,	enforceable	against	any	party	and	does	not	replace	any
legal	contract	or	policy	which	may	be	subject	to	terms	and	conditions.
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