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South Africa will, in turn, see a boost 
to its consumer economy, ranging from 
infrastructure, communication, transport and 
banking – and even the fund industry. Indeed 
South Africa is the new land of opportunity. 

here comes the hedge
Attractive propositions and lucrative 
geographies would normally have hedge 
fund managers running around in a tizzy, 
but the South African market faces some 
challenges to keep up with the strong growth 
witnessed in recent years.

In South Africa hedge funds as an 
investment class have really only come to 
prominence in the last few years. In terms of 
investment, the asset class is relatively still 
small. Six years ago the market was around 
R3bn (USD 200 million) spread across 15 
funds. The latest estimate is that there are 
now 140-plus single strategy funds totalling 
about R30bn (USD 4 billion). Assets in funds 

Football frenzy gripped South Africa in the 
months of June and July but the real flurry 
lies in the aftermath of the World Cup. It is 
clear that the tournament raised the entire 
continent’s profile in a crescendo that not even 
the embattled vuvuzelas could reach. And now 
the country, with its many resources, talents 
and capabilities, is poised for a greater level of 
interest from foreign investors.

Political leaders and financial gurus have 
already pegged Africa as a catalyst to lead 
global economic growth and investors have 
been encouraged to look at this continent for 
its huge potential. Undoubtedly, the majority 
of interest would be in the assets relating to 
the oil and gas and mining sectors. This, in 
addition to interest from the private sector, 
could also see governments and public 
enterprises rallying to invest in order to 
secure energy production capabilities and 
mineral requirements for the future.

In its role as hub to the continent, 

Regulation is the key 
to growth prospects

By Romil timbadia
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L iOnS  Of  AfR iCA

Africa – the new 
frontier

By ian Hamilton

Africa is the new frontier for hedge fund 
investors. The only developed market is that 
of South Africa and by international terms 
it is miniscule.

The South African hedge fund industry 
kick-started in 2002, with institutional 
investments coming in from the pension fund 
industry. A successful domestic industry with 
a number of funds soon evolved but growth 
has been hampered by lack of appropriate 
domestic collective investment vehicles, 
restrictions on the percentage that pension 
funds can invest into hedge funds and most 
importantly, currency exchange control.

This last issue is a two-edged sword; it 
restricts South African hedge fund managers 
to the Rand, the local currency investments 
and, at the same time, makes it difficult for 
foreign investors to invest in the domestic 
funds. The local structures of Limited Liability 
Partnerships or Debentures are also tax 
unfriendly to foreign investors.

In 2007 Ian Hamilton and other leading 
figures in the South African hedge fund 
industry launched the South African Hedge 
Funds SPC, a Cayman based segregated 
share class structure. The objective of 
this project was to allow South African 
fund managers to set up at a low cost US 
Dollar (or any other currency) portfolios 
that followed the same investment process 
as a Rand-domiciled hedge fund but are 
domiciled outside of South Africa and 
not subject to the local restrictions and 
tax uncertainty.

The name was changed in 2009 to Lions 
of Africa Hedge Funds SPC to reflect a 
number of funds that invested into Africa as 
well as South Africa. The platform consists 
of six funds, three of which are active. New 
funds are under discussion. Third party 

administration is provided by the IDS Group, 
the leading South African based hedge fund 
administrator. Well-known London prime 
brokers and custodians are also used.

Funds on the platform now exceed USD 
100 million which is significant in that it 
means that funds are past the seeding 
stage. Patrice Moyal of Visio Capital is the 
leading South African fund advisor to a 
number of Lions of Africa funds. The firm’s 
USD funds, namely the South Africa Dynamic 
Hedge Portfolio (USD 29m) has returned 68% 
since inception in August 2007 and the Pan-
African Gondo Metsi Fund (USD 60m) is up 
8% since inception in June 2009 and 11% in 
2010 year-to-date, respectively. The third Visio 
fund on the platform is the Gondo Zimbabwe 
Takura Fund (USD 6.5m) which is flat since 
inception 12 months ago.

Africa offers the potential of high growth 
domestic economies with liberalising 
policies, good capital flows, increasing 
consumer spending capacity and overlooked 
high quality companies.

Investing in Africa is about sticking to 
the basics. The key themes to focus on for 
portfolio construction and stock selection 
include: mining and industrial firms which are 
likely to benefit from the growing demand 
for commodities in the world’s developing 
economies. The continent is rich in 
resources such as oil, copper, coal, iron ore. 
Over 40% of the world’s gold and over 80% 
of the world’s platinum group metals are 
situated in Africa.

To sum it up, South Africa offers a lot 
for investors. Let the Lions of Africa do the 
work for you! n

More information on the Lions of Africa 
Hedge Funds can be obtained on  
www.lionsofafricahedgefunds.com

Ian Hamilton, Director, Lions of 
Africa Hedge Funds SPC
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of hedge funds are around R20bn (USD 2.6 
billion). “This level of assets was reached 
two years ago ahead of the international 
financial crisis and has remained static 
since with no new inflows because of the 
reliance on the domestic market and certain 
local restrictions,” according to Ian Hamilton, 
Director of Lions of Africa.

In essence, there are a few issues 
surrounding the immediate growth prospects 
of the hedge fund industry despite the rosy 
garden that is its front porch. These can 
be intrinsically classified in the areas of 
regulation, tax legislation, exchange controls 
and domestic restrictions. 

Growth destroyers
While the South African investment market is 
a sophisticated market in terms of financial 
services legislation and regulation, the country 
has not enacted specific regulations to provide 
hedge fund structures. Regulatory uncertainty 
is therefore a significant hurdle to growth.

Hamilton says, “What the South African 
hedge fund industry lacks are regulated 
collective investment vehicles that can be 
used for alternative investments. At present 
the South African Collective Investment 
Schemes Control Act only caters for long 
only daily priced unit trusts. There is a 
glimmer of light that the authorities may 
consider extending the act.”

Bert Chanetsa, Deputy Executive Officer 
of Investment Institutions of the Financial 
Services Board, confirms that the regulation 
of hedge funds is being investigated. “The 
objectives that the regulation of hedge fund 
will achieve are reduction of systemic risk 
and protection of investors. To a larger extent, 

the regulation should ensure compliance with 
IOSCO principles,” he states.

Sean Morris, fund manager with 
Coronation Fund Managers adds that 
progress has been very slow in terms of the 
development of a regulatory framework. “The 
risk to regulation is overregulation, which will 
significantly reduce the tool set available to 
hedge fund managers,” he warns.

Another hindrance is the South African 
tax legislation. A direct investment into a 
South African domestic fund, such as a 
partnership, may subject the foreign investor 
to South African income tax or capital 
gains tax, as domestic structures are not 
recognised instruments that can be held 
by foreign investors. “This does not help 
because investment in local funds creates 
tax risks for foreign investors in certain 
circumstances. While these can generally 
be circumvented I suspect it is a turn-off 
for some investors,” says Dale Lippstreu, 
director of Maitland Fund Services.

So, foreign investment in local funds has 
been restricted due to domestic tax issues. 
This leaves the industry with domestic 
investors, which are mainly institutional and 
coming from the retirement fund industry. But 
there is an additional issue with domestic 
investment, with uncertainty over retirement 
fund legislation.

The retirement fund industry in South 
Africa is estimated to be around USD 
200 billion in assets under management. 
Current regulatory restrictions have allowed 
retirement funds to invest in only up to 2.5% 
of total assets in an investment class such 
as hedge funds. Hamilton adds that the 
retirement fund investment restrictions are 
under review, but it is unlikely that any major 
beneficial change will take place in the next 
twelve to eighteen months.

The main source of capital for hedge 
funds is from the retirement fund industry 
and pension funds, and their investment 
horizon tends to be longer and less volatile. 
This in turn makes it harder for funds to 
examine ‘exotic’ approaches.

Morris sums it up: “The industry does not 
have access to as many ‘exotic’ investment 
instruments and the largest part of the 
industry remains equity long/short. The 
primary source of capital for many hedge 
funds has been the retirement fund industry 

3 
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“The objectives 
that the 
regulation of 
hedge fund 
will achieve 
are reduction 
of systemic 
risk and 
protection of 
investors.”
Bert chanetsa, 
financial Services 
Board
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and consequently there has been a lot of 
self regulation which also prevented many 
funds from making very risky investments.”

Last but not least is the issue of exchange 
controls. Investment capacity is an issue 
in the South African market. While South 
African managers are able to invest outside 
of South Africa, investing a South African 
citizen’s money triggers exchange control 
restrictions on the amount of capital that can 
be externalised. Due to this, hedge funds 
mainly invest in the South African market.

A way out!
On the face of it the market looks a bit of 
a minefield with lots of factors to consider. 
But look a little bit deeper and one finds 
that there are ways out for investors and 
managers with open minds. Take the 
regulation aspect for example. While there 
is no formal regulatory framework for hedge 
funds, it would be wrong to say that the 
hedge fund market is totally unregulated. All 
hedge fund managers are currently regulated 
under the Financial and Intermediaries 
Services Act. Both prime brokers (who 
execute the investment transactions) and 
independent third party administrators also 
fall under the authority of the Financial 
Services Board.

While the industry has operated on a 
more conservative and sounder basis, hedge 
fund managers, perhaps, need to think 
outside of the box and find out ways to 
make the most of the current situation. This, 
in turn, will increase the appetite for risk – 
and this should certainly be the way forward, 
considering the obstacles surrounding 
the industry. 

A number of moves are taking place to 
make it easier for the foreign investor. There 
are a growing number of single strategy 
South African hedge funds domiciled off-
shore. Some of these are in fact multi-strategy 
and are close to fund of funds in terms of 
structure. These funds are foreign domiciled 
US dollar priced funds that are advised by 
South African fund managers with the overall 
objective of replicating the domestic fund. The 
objective of the “parallel fund” is to provide 
a structure that is easily understood and 
accessible to the foreign investor. The fund is 
managed alongside the South African entity. 

Hamilton, a veteran in the industry, 

believes that South African hedge fund 
managers need to set up, or partake in, 
these structures outside of South Africa. 
“This is the only way they will be able to 
still invest in South Africa, i.e. use their local 
expertise for international investors,” he 
says. “There is nothing to stop South African 
hedge fund managers going the same route 
that many of their international counterparts 
have gone and that is setting up foreign 
domiciled funds investing into South African 
and African markets. This can be done 
despite certain limitations when it comes 
to investment strategies that are difficult to 
replicate through international markets such 
as London,” he explains.

In terms of existing investment strategies, 
the fixed interest funds have been the place 
to be. “On a 12 month view the long/short 
equity funds with a positive market bias 
have done well but on the year to date basis 
the market neutral funds have been better,” 
says Lippstreu.

It is clear that the World Cup has triggered 
many prospects for the country and South 
African fund managers should take the 
opportunities that it has created. “This 
includes publicity for the country and a 
great image that flattened many unfounded 
rumours. The country works, it is dynamic, 
it has a lot going for it and investment 
opportunities are good,” Hamilton adds.

Lippstreu emphasises that regulation 
is the key to the long term growth of the 
industry. “Regulation will afford the industry 
a form of official recognition and bring it 
into the investable universe for a broader 
investor community.”

The reality is that South African hedge 
funds offer an entry into Africa and not 
just South Africa as many of the South 
African listed entities are companies 
with considerable business across the 
continent. The positives are there for 
enlightened investors to take advantage of. n

“Regulation will afford the 
industry a form of official 
recognition and bring it into 
the investable universe for a 
broader investor community.”
Dale Lippstreu, Maitland fund Services
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Importantly, we have a cash+ hurdle. We 
hope that our absolute hurdle helps focus 
our investors’ minds on what we are trying 
to achieve, as much as it focuses our minds 
when investing.

As it is not possible to hedge in these 
markets, we seek a large margin of safety, 
we tend to avoid the “story” stocks where 
valuations are very uncertain and we focus 
only on delivering absolute returns.

As bottom up investors we rigidly apply 
our estimation of fair value to individual 
stocks that we own. If prices overshoot 
these values, we are comfortable running 
very high cash levels – as we have done at 
times in the past.

Since launching our Africa Fund in August 
2008, this approach has proven successful, 
returning 16 per cent per annum (in dollars) 
through a very difficult period for global 
equity markets.

We still see enormous opportunities in 
African markets as the continent is coming 
off a very low base. Small changes in 
income lead to significant shifts in spending 
patterns and consumption, while technology 
such as mobile telephony is bringing 
profound change.

We believe our portfolios will continue to 
benefit from these fundamental changes as 
our investment approach remains focused on 
absolute returns. n

Africa is enormous, comprising a fifth of the 
world’s total landmass; it is also enormously 
diverse. In so far as it is possible to talk 
about the continent in general terms, it 
is probably fair to say that its abundant 
endowment in terms of people, minerals, 
land and water has never been successfully 
harnessed.

As a result, Africa still lags much of the 
rest of the world on most development 
indicators and in many respects it is the 
world’s final frontier. For investors (outside of 
a handful of northern and southern African 
countries), the continent’s capital markets are 
very much frontier territory.

There have been important changes 
though, and many African countries have 
been growing briskly (with this likely to 
continue) and have also managed to avoid 
the worst of the recent global financial crisis.

While the investment opportunities are 
very real and easily outlined, it is important 
that investors are equally aware of the 
risks. Most governments, economies and 
markets are still at a very immature stage. 
Many currency and equity markets are 
highly illiquid, while market infrastructure and 
controls can be weak.

Liquidity is a very real issue, with some 
markets having only a handful of listings and 
even the larger markets on the continent 
regularly trading less than USD 30 million 
per day. 

Unsophisticated retail investors also 
dominate some markets and their behaviour 
sometimes leaves us scratching our heads.

We do not know of any indices that 
either capture the opportunity or accurately 
represent the investable universe on the 
continent. In managing our portfolios 
in Africa, we are benchmark agnostic 
and rather apply an absolute mindset to 
our investing.

Opportunity awaits 
African markets

By Peter townshend

Peter Townshend, co-manager 
of the Coronation Africa and 
Africa Frontiers Funds

“We still see enormous 
opportunities in African 
markets as the continent is 
coming off a very low base. 
Small changes in income 
lead to significant shifts in 
spending patterns.”
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The hedge fund industry in South Africa is at 
the crossroads. Hampered by obstacles such 
as the lack of a formal regulatory framework 
and exchange controls, the industry is being 
urged to think out of the box in order to 
spur growth.

One thing is for sure – the next few 
steps made by the industry, which includes 
managers, service providers, regulators and 
government bodies – will determine the 
future of the hedge fund industry in South 
Africa for years to come.

To put matters into perspective, the 
industry is facing a ‘domino effect’ 
precipitated by several issues. These include 
a lack of a formal regulatory framework, 
tax legislation issues, exchange control 
restrictions and domestic investment 
obstacles amongst others. Some of these 
directly contribute to the industry being 
small is size, which, in turn, hampers new 
investors and other market entrants. 

Driven by the above-mentioned issues, the 
majority of funds are currently deploying risk-
averse strategies. Local trading strategies are 

conservative because of the nature of the 
investor mandate i.e. institutional money, and 
also due to a lack of opportunity for more 
esoteric themes. This is restricting growth, 
which in turn, is slowing interest from foreign 
investors in the local market.

The small size and vulnerability of the 
domestic industry have no doubt contributed 
to the conservatism of the industry. Dale 
Lippstreu, Director of Maitland Fund Services 
makes his point very clearly. “The value of 
a sound approach has been illustrated over 
the past three years and I don’t see this 
changing. The appetite for risk increases 
with confidence in the markets and this 
seems to be some way off at this point.”

One of the biggest worries in this situation 
is that due to this domino effect – where 
every issue is affecting another and vice 
versa – stagnation could set in. Ian Hamilton, 
Director of Lions of Africa, explains: “At 
present it seems that we have a finite pool 
of money and therefore it is difficult for 
new funds to attract money, unless it is 
away from existing fund managers. There 

Breaking out of the 
domino effect

By Romil timbadia

induStRy
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is investor caution now that performances 
are sedate. International investors most 
probably have a far higher appetite for risk 
than the local institutions. Many of the South 
African fund managers are very inwardly 
focused and in a becalmed comfort zone. 
Interestingly they are “risk avoidant” when 
it comes to spending their own money to 
establish new portfolios.”

In the mix of all this, one must not forget 
the service provider, an important cog in the 
hedge fund machine. The South African hedge 
fund industry at the outset in 2002 adopted the 
best international practices espoused by the 
international body the Alternative Investment 
Managers Association (AIMA). 

The South African hedge fund industry 
is well supported by a host of service 
providers that include prime brokers, third 
party administrators, central scrip depository 
participants (scrip lending and custody), third 
party risk reporting and software providers.

Third party administration and valuation is 
insisted upon by most institutional investors. 
There is custody for both single strategy and 
funds of funds. Reporting is regular; generally 
monthly but can be weekly and more 
recently, daily. Independent risk management 
and reporting is also provided by most of the 
managers. Large global investment banks 
are well represented in South Africa in a 
brokerage capacity. 

Prime Brokers are strict in their granting 
of credit. “For an unregulated industry it is 
gratifying to see the self imposition of the 
best of European practices. International 
investors are usually impressed and taken 
aback as to the level of sophistication and 
self regulated control there is in the South 
African market,” Hamilton says.

Despite all of this, there are problems, the 
root of which spring from the existing issues 

in the hedge fund industry itself. The small 
size of the industry again comes into the 
picture. Service providers, especially, require 
larger volumes of business inflows to ease the 
burden of rising costs. But with South African 
hedge fund inflows slowing over the last 
two years, growth has been sluggish, in turn 
increasing the load for many service providers. 
“The problems of the domestic service industry 
arise from the small size of the industry, 
agrees Lippstreu. “Increasingly complex 
investment strategies and securities, the rapidly 
evolving operational environment, demands for 
more frequent valuations and better reporting 
etc. are driving up the cost of systems which 
can only be mitigated by volume.”

Sean Morris, fund manager with 
Coronation Fund Managers sums up the 
situation. “The prime broking market has 
sufficient participants given the size of the 
market. It is only in the fixed interest market 
that one participant dominates, but there are 
only a very small number of fixed interest 
funds presently. Administration is dominated 
by two participants and business may be 
marginal for another market participant.”

While all service providers are well-
integrated to provide strong support 
for hedge fund managers, the market 
opportunities for newcomers are limited. 
Hamilton clarifies, “Some big names have 
tried to enter the market in the field of prime 
broking and administration but have found it 
difficult to convince local players that there is 
a need to move. Given the lack of growth at 
present in the market it is more likely that we 
could see amalgamations or withdrawals.”

Indeed, the market will have to grow quite 
considerably to make it attractive for new 
market entrants.

Still, there are discernible trends in the 
service provider industry that can help pick it 
up and heave it into the path of future growth. 
The main initiative is the increased use of  12

“The prime broking market 
has sufficient participants 
given the size of the market. 
It is only in the fixed interest 
market that one participant 
dominates.”
Sean Morris, coronation fund Managers 
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The growth of the South African hedge 
fund industry in recent years and the overall 
development of the country’s institutional 
investment sector have prompted increased 
demand for PerTrac Financial Solutions’ 
software tools, from the PerTrac Analytical 
Platform used by larger investors and fund 
of funds managers to the PerTrac CMS 
investment management workflow solution 
and, most recently, the RiskPlus returns-
based risk analysis engine.

The firm’s diversified client base in South 
Africa includes leading institutional investors 
as well as hedge fund managers. Many 
clients use the flagship analytical platform for 
long-only fund analysis, but they increasingly 
appreciate its capability to support multi-
asset class investment portfolios, in contrast 
to other providers that focus on either 
traditional or alternative asset classes.

PerTrac Analytics is a staple tool of South 
African clients for automating tasks such as 
quantitative analysis, peer-group analysis, 
benchmark analysis, risk analysis and fact 
sheet production. A richly-featured product 
comprising a range of tools and options to 
analyse a fund or portfolio including portfolio 
construction and backtesting, factor and 
style analysis, the analytical platform is 
used for a range of asset management and 
investment purposes.

The PerTrac CMS workflow solution is used 
by managers of hedge funds and funds of 
funds as a company-wide data repository for 
assembling, organising and sharing qualitative 
information including due diligence material, 
compliance and legal documents. It facilitates 
co-operation within fund management teams 
– particularly useful for organisations whose 
activities are split between, for instance, 
London and Cape Town.

Many hedge funds have been assisted in 
their marketing efforts by the PerTrac Suite. 

Investor relations teams have found that 
PerTrac CMS has aided them maintain and 
grow assets under management through 
co-ordinated client communication. 

The product allows both investment 
management and investor relations teams 
to automate the qualitative workflow around 
these key business areas according to their 
own internal requirements. PerTrac CMS also 
includes nuts-and-bolts customer relationship 
management, information that may be hard 
to administer, particularly by smaller asset 
managers.

The most recent addition to the PerTrac 
product suite is RiskPlus, an addition to 
the PerTrac Analytics platform offered at a 
much more affordable cost than stand-alone 
products. RiskPlus goes beyond traditional 
measures such as standard deviation 
and Sharpe ratio by modelling the actual 
distribution of returns and helping investors 
understand the true drivers of performance 
and risk in each portfolio. For example, South 
African investors might use it to determine 
their exposure to emerging markets or 
commodity sectors. Crucially, given the market 
conditions of the past few years, it is more 
realistic about the likelihood of extreme events.

The future will see new developments 
across the PerTrac product range driven by 
the evolving needs of market players. For 
instance, in response to the increased focus 
on transparency in the hedge fund industry, 
PerTrac is developing the capacity of its 
analytical platform to capture exposure data 
according to factors such as geography and 
strategy, and is expanding the functionality 
to offer higher-frequency data to a broader 
range of clients.

As the South African market develops, 
PerTrac will be ready to provide investors and 
managers with the increasingly advanced and 
sophisticated tools they require. n

Market growth 
boosts IT demand

By Rado Lipuš

Rado Lipuš, director of sales 
for Europe, the Middle East 
and Africa at PerTrac Financial 
Solutions
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services regulators a governance and 
compliance framework – especially within 
the ambit of possible CISCA (Collective 
Investment Schemes Control Act) inclusion 
down the line,” he states.

Another initiative, which can only be to 
the benefit of the hedge fund industry, is 
the gradual move to daily NAVs for funds. 
As is becoming commonplace in the 
industry worldwide, daily NAV reporting is 
increasingly important as it helps investors 
keep a closer eye on exposures and how 
it might impact operational risk and liquidity 
of the fund. Hedge funds will need service 
providers with a middle-office function to 
ensure daily reporting is automated and the 
right risk management data is available.

With renewed inflows into the global 
hedge fund industry as well as renewed 
interest in emerging markets, South African 
hedge funds have something special to offer 
the global hedge fund investor, including 
top class governance and world class 
markets. “Great liquidity, cheap leverage 
and the ability to shortsell, along with solid 
and uncorrelated returns make this a great 
investment destination,” Matthews suggests.

For a continent which was for many 
years mainly considered difficult to conduct 
business in, Africa has turned over a new 
leaf and is seeing a sudden increase of 
interest that looks set to continue.

Undoubtedly, regulation will afford the 
industry a form of official recognition and 
bring it into the investable universe for a 
broader investor community. This is certainly 
the key to the long term growth of the 
industry. A lot can be done to establish 
South Africa as a major emerging markets 
hedge fund destination, and it is hoped that 
the industry will dedicate much of its efforts 
to grow in this direction. n

managed account platforms. A managed 
account platform immediately gives the user 
a sense of comfort, as it provides a solution 
for servicing an enhanced list of products 
including multi-discipline accounts, separate 
accounts, variable reporting portfolios and 
other programmes. Indeed, this seems to be 
the way forward in order to offer independent 
and comprehensive hedge fund investment 
services, and solutions to large institutions to 
provide timely redemptions.

Jean-Pierre Matthews, Managing Director 
of PSG Absolute Investments, is looking 
forward to the growth prospects of the 
first South African open architecture hedge 
fund managed account platform, called the 
Momentum Managed Account Platform. “The 
platform provides investors with a host of 
compliance and governance services that 
include all assets being held in safe custody 
in the name of the platform and centralised 
risk management and mandate compliance.”

Hamilton adds that the major platform 
is run by Momentum (a South African 
insurance group) and discussions are 
underway to launch this platform through the 
Johannesburg Stock Exchange.

“But that’s not all,” says Matthews, 
explaining that qualified prime brokers may 
be chosen by the hedge fund manager, 
but are appointed by the managed account 
platforms – thereby ensuring the ability of 
the managed account platforms to close 
manager positions that are outside the scope 
of the investment management agreement. 
“We are particularly excited about the 
ability of such platforms to provide financial 

“Great liquidity, cheap 
leverage and the ability 
to shortsell, along with 
solid and uncorrelated 
returns make this a great 
investment destination.”
Jean-Pierre Matthews,  
PSG Absolute investments
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