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Notes from my 
inbox

by PIETEr KOEKEMOEr

While the human race achieved its evolutionary dominance 
primarily through developing superior cognitive abilities, we 
still regularly struggle to learn from our past mistakes. And if 
we do not occasionally remind ourselves of what works and 
what doesn’t, we are likely to repeat the same mistakes time 
and again. This happens especially when our decisions are 
emotive and spur of the moment, rather than based on the 
disciplined application of a well thought out framework put in 
place before the fact. The bottom line is that good investment 
decisions are born through patient reflection and applied 
thinking, not in gut reactions to the immediate environment.

It is for this reason that we place so much emphasis on 
sharing our thinking with regards to investment philosophy 
and process with you. In this edition, chief investment officer  
Karl Leinberger focuses on the role that macro-economic  
analysis plays in our process. We have also asked portfolio 
manager, Neville Chester, to reflect on the exceptional track-
record of the Coronation Top 20 Fund, which has outperformed 
the market by nearly 8% per annum since inception in 2001; his 
key conclusion? The price of superior long-term performance can 
be equated to having the willingness and patience to wait out 
the occasional year of underperforming the indices – sometimes 
even substantial underperformance. Our long-term, valuation-
based focus also comes to the fore in the investment cases set 
out for two portfolio holdings that recently underperformed the 
market – MTN and Sasol.

A further reminder to avoid repeating past mistakes is the 
focus of my article explaining how to avoid being classed as 
the ‘dumb money’ through making ill-timed changes to the 
asset allocation of your portfolio. It has been proven that the 
chasing of past performance coupled with reactive portfolio 
changes are two common mistakes often repeated by unit 
trust investors. Our suggested solution to this problem is to 
invest in our multi-asset funds, where you are mandating us 
to make these decisions within a well-honed and rigorously 
applied framework. 

2007a
%

2008a
%

2009a
%

2010f
%

2011f
%

HCE 5.5 2.4 (3.1) 2.4 4.0
GCE 4.7 4.9 4.7 4.8 4.8
GFCF 14.2 11.7 2.3 2.6 4.0
GDP 5.5 3.7 (1.8) 3.3 3.5
Current a/c % of GDP (7.4) (7.1) (4.0) (5.0) (5.6)
CPI 7.1 11.5 7.1 5.0 5.4
Prime rate (year-end) 14.5 15.0 10.5 10.0 12.0
R/$ year-end 6.83 9.92 7.48 8.40 9.25
R/EUR year-end 9.94 13.44 10.89 11.76 12.40

KEy ECONOMIC dATA: HISTOry ANd fOrECAST

Economic group
Qtr 1 2010

%
2009

 %

All Share Index R 4.5 32.1
All Share Index $ 6.1 70.1
All Bond R 4.4 (1.0)
All Bond $ 6.0 27.5
Cash R 1.8 8.9
Resources Index R 2.1 35.5
Financial Index R 9.9 28.0
Industrial Index R 4.4 30.5
MSCI World $ 3.4 30.8
S&P 500 $ 5.4 26.5
Nasdaq $ 4.4 51.8
MSCI Pacific $ 6.3 24.3
Dow Jones EURO Stoxx 50 $ (6.6) 29.7

MArKET MOvEMENTS

It is also worthwhile to take a moment to celebrate the arrival  
of the FIFA World Cup to our shores. The next few months 
present a magnificent opportunity to showcase our country to 
the world in a way that we have not seen since the advent of 
democracy in 1994. Our sincere wish is that we all embrace this 
chance to change perceptions, raise awareness and revitalise 
our hopes and dreams of what can still be accomplished on the 
southern tip. On a lighter note, we also wish that Bafana Bafana 
will learn from their past mistakes and put a well thought out 
framework in place that will be applied with discipline in the 
quest for exceptional results.

Laduuuuma!  
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Avoid being the 
‘dumb money’
Do	the	homework	upfront	and	stay	with	
the	programme		

by PIETEr KOEKEMOEr

An old adage is that the investments chosen by the ‘smart 
money’ will over time tend to perform better than those 
chosen by the ‘dumb money’. Many people may interpret this 
to mean that the professionals represent the smart money, 
and the smaller private investors represent the dumb money. 
We beg to differ. In our view, the rigour with which fund 
selection and asset allocation decisions are made is a much 
more important determinant of good outcomes than the size 
or sophistication of the investor. Choices made using a sound 
and consistent decision-making framework will almost always 
trump emotional decisions made on the spur of the moment 
and triggered by market sentiment.

Empirical studies conducted in the unit trust and pension 
industries across the globe confirm the danger of a weak 
decision-making framework. These studies are typically based 
on comparing the return produced by a specific fund to 
the return earned by the average rand or dollar invested in the 
fund, referred to as the investor return. If there were no inflows 
or outflows of investor capital affecting the fund, the fund return 
would equal the investor return. In reality, this rarely happens. 
Most studies found that investor return is typically less than 

fund return. This finding holds for specialist and general equity 
funds and also for multi-asset funds. The difference between 
fund and investor return is often referred to as investor lag, 
which has been found to be typically around 4% to 5% per year. 
If this outcome is repeated over the longer term, it will make 
a fundamental difference to the final capital available to the 
investor: A 4% p.a. difference in return over a 20-year period 
halves the final capital amount and over just a five-year period 
already represents 20% less.

The fundamental reasons for the almost universal presence of 
investor lag are two related decision making errors: chasing past 
winners and closing the stable door once the horse has bolted.

Chasing	past	winners

Sentiment-driven investors are much more likely to buy 
asset classes or funds that have recently done well. This rear-
view mirror driving ignores the information that asset prices 
are discounting today and naively assumes that the world 
through the windscreen will look much like the past. In many 
cases this backward-looking approach to decision-making 
is compounded by extreme myopia, where the events of the 
most recent 12 months take centre stage. 

Pieter KoeKemoer is head of 
the personal investments business. 
His key responsibility is to ensure 
exceptional client service through 
a combination of appropriate 
product, relevant market information 
and, above all, strong investment 
performance.

ExAMPLES Of STudIES THAT CONfIrMEd THE PrESENCE Of INvESTOr LAg

Publisher Author
Date of 
release Market Period

Average
fund

return

Average
investor 

return
Investor 

lag

Journal of Indexes John Bogle Jun-09 US ETFs 5 years 1.0% (3.5%) 4.5%

Morningstar Canada Scott Mackenzie Oct-08 US Equity Sector Funds 10 years 9.5% 6.7% 2.8%

DRW Research Daniël Wessels Aug-08 SA Medium Equity Funds 4 years 21.0% 15.0% 6.0%

Vanguard John Bogle Jun-04 US Equity Funds 20 years 10.0% 5.9% 4.1%

Journal of Financial  
Economics Andrea Frazinni & Owen Lamont May-08 US Mutual Funds 20 years

Found that investors in 
aggregate consistently switch 
into underperforming funds

Journal of Finance Amit Goyal & Sunil Wahal Aug-08 US Corporate Pension Plans 10 years

Returns of fired fund managers 
exceed hired managers in 
subsequent three years
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Closing	the	stable	door	after	the	horse	has	bolted	

The corollary of the first error is that emotive investors are 
much more likely to sell an asset class or fund that has recently 
done poorly, again without pausing to reflect on the reasons 
for the underperformance. 

Add to this the potential for agency problems (where paid 
advisors may sometimes focus more on retaining the client 
relationship today rather than optimising the client’s long-term 
wealth) to understand how easy it can be to fall into the trap of 
inappropriate fund or asset allocation changes in response to 
recent market events and current news flow.

The recent global financial crisis provides a fascinating 
opportunity to study the impact of events on investor choices 
in the local unit trust industry. As a refresher, the local share 
market declined by 45% from peak in the second half of 2008, 
remained weak in early 2009 and then recovered strongly from 
March 2009, getting closer to previous peak price levels at 
present. The way in which unit trust investors made changes 
to the asset allocation of their portfolios over this period is 
instructive.

From the peak of the crisis in October 2008, to the start of 
the recovery in March 2009, investor preferences changed 
dramatically. During the crisis phase – when news flow was 
very negative and many commentators were concerned about 
imminent financial Armageddon – investors strongly preferred 
the safety of cash. In this period R6 was invested in low-risk 
cash funds for every R1 allocated to growth-orientated funds 
at industry level. The tables were turned during the recovery 
phase, however, with R4 allocated to growth-orientated funds 
for every R1 allocated to cash funds. It is clear that sentiment 
rather than valuation played a significant role in the average 
personal investor’s portfolio decisions. Over the same period, 
Coronation’s multi-asset fund investors benefited from a 
disciplined application of our valuation-based approach to 
investing, which led us to increase exposure to then cheap 
growth-orientated assets in late 2008, while using the market 
strength to start reducing now fairly valued equity holdings 
from late 2009.

The conclusion is therefore clear in our view: Do your homework 
upfront, make sure that you pick the right fund manager and 
appropriate mandate and then stay with the programme.  
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Top 20 
Long-term	capital	creation

by NEvILLE CHESTEr

The marketers of ETFs (passive investment funds which invest 
based on the size of companies as opposed to the investment 
merits of the underlying companies) are once again pushing 
hard to justify their own investment case. The fact that the fund 
management industry on average, after fees, underperforms the 
index is not ‘new’ news; it is merely the rational mathematical 
outcome. The entire industry will always deliver the average 
market return – after fees are deducted the return will be lower 
than the market average! What their research fails to highlight 
is that there are certain funds that have consistently beaten the 
index over reasonable measurement periods (at least five years). 
The Coronation Top 20 is one such fund. Its five-year return is 
currently 5% ahead of its benchmark (the Top 40 index) and since 
inception, just shy of 10 years, is 7.7% ahead of the benchmark 
on an annualised basis after all fees.

CuMuLATIvE PErfOrMANCE SINCE INCEPTION

 Top 20 Fund      Top 40
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How	has	this	phenomenal	result	been	achieved,	and	
can	it	continue?	

At Coronation we have one unwavering focus, and that is to 
invest based on long-term fundamentals. Everything we do 
ensures that we analyse, debate and ultimately value businesses 
based on their long-term fundamentals, as opposed to ‘chasing 
share prices’. Share prices, as quoted in the newspapers on 
a daily basis, are merely ‘opinions’ as to what people think a 
business is worth on a particular day. True value is what emerges 
over years as cash flows are returned to patient investors and 
the capital markets start to appropriately rate those businesses 
which have delivered long-term sustainable cash earnings. By 
ignoring the noise and emotions of daily news flow and price 
movements, and by examining how businesses perform through 
cycles, we believe that we have a distinct advantage over the 
average investor. 

This long-term approach to investing is the backbone of all 
the funds managed at Coronation. What makes Top 20 so 
special in its ability to deliver enormous long-term alpha (i.e. 
outperformance of the benchmark) is the fact that it is a highly 
focused ‘clean slate’ portfolio. What this implies is that it is the 
absolute antithesis of an ETF or tracker fund. Because of the 
huge pressure and focus by consultants and clients on short-
term performance relative to a fund’s benchmark (typically the 
All Share Index or some derivative thereof), the great majority 
of managers base their portfolios on the benchmark index and 
go overweight or underweight companies they either like or 
dislike. They will generally always own shares that are big in the 
benchmark due to the risk of underperforming the benchmark 
if they are wrong. While this may mean less short-term 
underperformance, it also results in a failure to meaningfully 
outperform over the long term. Fundamentally, we believe 
if a share is expensive you should not own any of it; why have 
exposure to an expensive business when you can invest in an 
underpriced business? What this does mean, however, is that 

790 767

430 961

Neville CHeSter is a senior 
portfolio manager responsible for 
the management of aggressive 
equity portfolios and the Coronation 
market Plus Fund. He co-manages the 
Coronation top 20 Fund with Pallavi 
Ambekar.
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Top 20 will always have short-term periods of underperformance, 
and there will always be short-term periods where indices and 
index funds will outperform it. This is because markets behave 
irrationally in the short term and we cannot predict when this 
irrational behaviour will come to an end.

The following graph shows how Top 20 has out- and 
underperformed the index on a monthly basis. There are plenty 
of months where it underperforms; the key point is that the 
positive months outweigh the negatives and the quantum is 
substantially different. 

rOLLINg ALPHA

  Rolling Alpha against Top 40
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dISTrIBuTION ANd rETurN Of POSITIvE ANd NEgATIvE MONTHS
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It sounds relatively easy and almost common sense to invest 
this way, but it is far more difficult to do so in practice than it 
is to describe on paper. As a practical example let’s take our 
investment in Richemont last year. In the midst of the greatest 
recession since the 1930s we were buying shares in a luxury 
goods company that specialises in timepieces and jewellery 
that sells for over US$100 000 a piece! Imagine trying to explain 
to investors if the investment had gone poorly – how could we 
justify buying this kind of business when the global outlook  
was so poor? Our rationale was based on solid fundamental 
research and ultimately, valuation. The brands owned by 
Richemont have a very long history, many over 100 years, and 
have survived recessions and world wars. We accepted that the 
business is cyclical and the outlook for the next few years will 
be poor, but one needed to ignore the prevailing prospects, 
and by looking at past cycles estimate when, and by how much, 
margins would open in the recovery. By valuing the business on 
this basis, and not the doom-and-gloom basis of focusing on 
the short term, we could identify that the company was trading 
at an extremely low valuation. It has since more than doubled in 
its home currency.

Very importantly we had no idea when the market would re-rate 
Richemont. We were prepared to hold the share for a number of 
years, even if the share price did not move, because we understood 
the source of its value. We are quite comfortable for the market 
to remain irrational (and by implication underperform in the short 
term) while we build up big positions in undervalued businesses.

At present we have a couple of large positions in Top 20 that 
the market has taken a dislike to, and which we think are great 
businesses to own at their current valuations. We have held a 
large position in MTN for just over a year now and continue to 
add at the appropriate price. The market has taken a dim view 
based on what is arguably very short-term news flow. Concerns 
over interconnect and RICA’s impact on new subscribers have 
weighed on the market even though these issues are arguably 
once off and easy to model for their likely impact. The fact 
that a potential suitor couldn’t garner shareholder support to 
complete a deal where they were offering in excess of R150 a 
share seems to have been all but forgotten! 

There are a couple of key points about MTN that make it an 
attractive investment. Firstly there is the defensive nature of its 
earnings (call volumes are fairly stable once maturity has been 
reached). Secondly the fact that its earnings are predominantly 
in cash, and once expansionary capital expenditure has been 
exhausted this cash will be returned to shareholders. Finally 
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it still offers good growth prospects as it operates in some of 
the few regions in the world where there is still plenty of further 
cellphone penetration available. These attributes are what 
makes a good company, but what makes a good investment 
is the price at which you can buy it. We think MTN is a better 
than average business but it is trading at a discount to the 
market, hence the  investment case is compelling. We were very 
happy to own no MTN shares in 2008 when the valuation was 
stretched, despite the company’s fundamentals being good. 
What allowed us to buy into the company was the dramatic fall 
in the company’s rating during the financial crisis. 

As the manager of the fund it is critically important to share with 
investors, our partners in the fund, how the fund is managed 
and how it is likely to perform over time. As Warren Buffet is 

oft quoted ‘The best character trait to have in a potential 
spouse is low expectations’ – his point being that if you have 
low expectations you will never be disappointed. We don’t want 
investors to have low expectations, just realistic expectations 
of how their investment will perform. It is impossible to deliver 
spectacular outperformance in neat monthly periods. Alpha 
is intrinsically lumpy and unpredictable in the short term as 
the return charts in this article have shown. We don’t believe 
investors should measure their return over any period less than 
three years. We don’t invest for a shorter time period than this, 
thus it is unrealistic to measure the fund’s performance over a 
shorter period. If an investor is comfortable with this kind of time 
horizon then the Top 20 Fund is the perfect vehicle for long-term 
capital creation, otherwise a less aggressive fund may be a more 
appropriate option.  
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The place of 
Macro
A	critical	component	in	the		
valuation	process

by KArL LEINBErgEr

The defining aspect of Coronation’s investment philosophy is its 
long-term time horizon. This is a major differentiator in a world 
increasingly obsessed with short-term results. 

We have consistently communicated this to the market, 
through both good and bad periods. As a result, we have 
received tremendous support from clients in times of short-
term underperformance; the late stages of the commodity 
cycle would be the best recent example thereof. However, 
questions that we fielded during the global financial crisis 
made it abundantly clear that we have not done as good a job 
in communicating the important role of ‘macro’ in Coronation’s 
investment philosophy. 

Given our reputation for being good stockpickers, many of our 
clients believe that we ignore ‘macro’ considerations in favour of 
company fundamentals. This is not correct.

Coronation has a valuation-driven investment philosophy:

  We do not believe in timing markets and we are not 
thematic investors. This means that our portfolios do not 
reflect our view on what we think the currency, interest rates 
or commodity prices will do in the short to medium term.

  Our portfolios hold what we believe are the most 
undervalued stocks in our market. These valuations are 
long term and based on our estimates of ‘normal’ or mid-
cycle earnings and/or cash flows.

This does not mean that we ignore the macro environment. 
We are acutely aware of the fact that we manage money on 
the southern tip of Africa. South Africa is a volatile, commodity-
driven economy with mega drivers that fundamentally shape the 
fortunes of companies operating in that environment (currency, 
interest rates, inflation, commodity prices, regulatory policies).

We think that to ‘stockpick’ in a vacuum would be naïve. Our 
valuation process requires as much consideration of macro 
factors as it does of company fundamentals. Macro is in fact a 
critical input into the valuation process. We have a very explicit 
macro process which dovetails with our stockpicking process: 

  Monday mornings are reserved for our macro meeting, run 
by our in-house economist.

  The afternoon is reserved for the equity research meeting. 

  All our analysts value companies using the same 
macro medium-term forecasts and long-term ‘normal’ 
assumptions.

The last decade has been an extraordinary one. While it has been 
very rewarding for investors, it has also been volatile. After the 
rand halved in value against the dollar in the 1999-2001 period, 
it then doubled in value in the next three years. Commodity 
prices exploded in the years leading up to June 2008, collapsed 
in a single quarter and then rebounded strongly in the following 
12 months. Prime interest rates started the decade at 25.5% and 
came all the way down to 10%. We think that this volatility has 
provided an excellent case study for fund managers (and their 
clients!) to stress test the rigour of their investment process. 

Markets have a way of humbling you. We expect that they will be 
very testing in the next few years. Fortunately, one of the things 
that keeps us confident is the belief that our investment process 
is robust and sufficiently balances the macro and micro for our 
portfolios to handle the curve balls that markets will inevitably 
throw our way.  

KArl leiNberger is Cio and a 
member of the executive committee. He 
joined Coronation in 2000 as an equity 
analyst, was made head of research in 
2005 and appointed Cio in may 2008. 
Karl co-manages the Coronation equity 
and balanced Plus Funds as well as the 
Houseview portfolios. 
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Movin’ on up
Strong	signals	for	growth

by CHANTAL vALENTINE

Six months ago, following news that South Africa was officially in 
recession, our optimistic outlook on growth for 2010 was not an 
easy sell. And indeed, for a while the prognosis looked in doubt 
as some sectors – particularly manufacturing – continued to post 
exceptionally weak figures. So it has been extremely pleasing to 
see the evolution of the data over the past few months, showing 
that some sectors have recorded sharp rebounds, and that overall 
GDP growth turned positive again (on an annualised basis) in  
the fourth quarter of 2009. To be clear, this is by no means a 
broad-based recovery – yet. We do have confidence, however, 
that the same linkages that saw the economy go into recession 
will work on the way up as well, and that the recovery will both 
gain momentum and broaden over the course of the year.

To start with, we would emphasise that the growth picture in 
South Africa last year was significantly affected by global events. 
The steep fall-off in manufacturing production mirrored the falls in 
production and demand overseas, and ran almost lockstep with a 
decline in exports – underpinning the notion that the fall in global 
demand was a key factor behind the domestic slowdown. The 

charts below show, firstly, the relationship between US and South 
African production (proxied by purchasing manager indices); and, 
secondly, between South African manufacturing production and 
exports. Global data, although still somewhat uneven, generally 
indicate that the recovery is gaining further traction and this 
should bode well for South Africa going forward too.

As demand fell, both domestically and globally, we saw a  
massive liquidation of inventories. This in turn further exacer-
bated the decline in production. While we were in the phase 
last year of lower production when inventories were being sold 
off, it was inevitable that jobs would be cut. And it is telling 
that although manufacturing jobs were 15% of South Africa’s 
jobs at end 2008, they comprised 25% of total job losses last 
year. Although official jobs data lag by a few months, the PMI 
– one of the most up-to-date indicators we get – indicates that 
manufacturing jobs have begun to expand once more, with 
outright increases shown in each month so far this year.

CHANtAl vAleNtiNe joined 
Coronation as economic and fixed 
interest strategist in 2003. With 
18 years’ experience in analysing 
local and global markets, she plays 
a critical role in the investment 
decision-making process.

SA PMI vS uS ISM (INdICES)

Source i-Net bridge

SA MANufACTurINg PrOduCTION vS SA ExPOrT vOLuMES (% y/y)
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The decline in jobs last year was part of a perfect storm for 
consumers. It combined with the lagged effects of the interest 
rate rises that were still being implemented until mid 2008, 
declining wealth effects from lower house and equity prices, 
and higher inflation (which squeezed real disposable income). 
The effect of all this was a sharp decline in consumer spending; 
household consumption expenditure fell by 3.1% in real terms 
last year, its first annual decline since 1992.

The outlook for consumers is significantly different than the 
situation last year. We have already mentioned that the jobs 
situation seems to be turning. Interest rates have fallen, and the 
prime rate is now at its lowest level since early 1981. Wealth effects 
have turned the corner, as equity markets have risen and house 
prices have started rising again. Inflation has fallen sharply off its 
highs, and is expected to fall further. A bonus for consumers is the 
strength of the rand, which makes imported goods cheaper. All 
this has also served to bolster consumer confidence, and we are 
already starting to see some of the effects – most pronounced, so 
far, in a surge in new car sales following a very dismal year last year.

NEw CAr SALES (% y/y, SMOOTHEd)

Source: i-Net bridge

We have yet to see similar performances in general retail sales, 
but this is not unusual. The most interest-rate sensitive sectors 
(durable goods) tend to lead overall trends. Car sales started 
falling well before retail sales, and we expect that general 
household spending will follow the upward trend shown in car 
sales too.

There has been some concern expressed about the high level of 
household debt, and the restraining influence this will have on 

spending. It is true that debt is still near all-time highs; however, 
note that low interest rates make the cash flow implications of 
this significantly less than they would have been a couple of 
years ago. To be sure, the situation is very different from the mid 
2000s, when not only were interest rates low but the household 
debt burden was also significantly lower than it is now. The 
credit boom that followed that situation resulted in consumer 
spending reaching growth rates of well of over 8% – certainly 
nothing like the situation we expect now. But while consumer 
spending growth of perhaps 4% by next year may not be as 
exciting, it is still robust – and probably more sustainable.

Even as things improve, we would remind investors that 
economies move in cycles. For most of 2010, we expect a 
benign scenario: consumer spending is expected to gain 
traction, manufacturing will perform well, and in due course 
we expect to see investment pick-up as well. We don’t foresee 
any more changes in interest rates this year, and as long as the 
global recovery remains on track we don’t foresee any sharp 
rand weakening either. In the interim, the rand might also be 
supported by foreign inflows to the local equity market as the 
domestic recovery gains pace. But as the domestic recovery 
gains momentum, imports will start rising and the current 
account deficit will start widening again, raising concerns 
about the currency. If this happens (as is likely) in tandem with 
a maturing global recovery, then it will probably occur around 
the same time as the Fed and other major global central banks  
start raising rates, which is also likely to undermine emerging 
market currencies in general. While it is always a fool’s game to 
try to time the rand, our current view is that these pressures are 
unlikely to manifest themselves to any significant or sustained 
degree until late this year or next year. But at some stage recovery 
will lead to the familiar outcome of a wider current account 
deficit, rand weakness, negative implications for inflation, and 
interest rates starting to rise again. We currently forecast that 
the interest rate upcycle will only begin during 2011.  
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Bond market 
outlook
Fixed	income	portfolios	positioned	to	take	
advantage	of	two	major	themes

by MArK LE rOux

Bond yields have been in a general downward trend since mid-
January, a trend that held into March and gained momentum 
following the SARB’s decision to cut the repo rate by 50 basis 
points to 6.5% at the MPC meeting on 25 March. The SARB’s 
move, which had not been fully discounted in the markets, was 
enabled by a combination of lower than expected inflation, 
generally still-soft economic data and continued rand strength 
– all of which bode well for further disinflation. At this stage, 
we believe that most of the expected good news is factored in 
and our base case would be for rates to remain on hold for the 
remainder of this year.

Our fixed income portfolios continue to be positioned to take 
advantage of two major themes. The first of these is holding a 
fair amount of exposure to corporate bonds, which provide a 
material yield pick-up (in some cases as high as 250 basis points) 
over government bonds. They also have the potential for re-
rating as the economic environment continues to improve. Our 
exposure is held through the big four banks, in which we remain 
positive, having come through the credit crisis extremely well 
relative to their international peers. We believe the big four are 
well capitalised and have provided for bad debts adequately. 
A re-rating in the credit spread of these assets would translate 
into capital gains on the bonds. The second theme has been 
to build up a substantial holding in inflation-linked bonds. This 
extends beyond government inflation-linked bonds to include 
the opportunities for yield pick-up available in the credit market. 
We have been able to buy corporate inflation-linked bonds from 
the major banks at real yields of between 4% and 6% for terms 
ranging from three to 13 years. We believe these are exceptional 
opportunities that merit locking in for the long term. Although 
inflation is still expected to decline to around the mid-point 
of the target range in the short term, we believe the longer-
term outlook for inflation is towards the upper end of the 3% to 
6% target range. This would result in very healthy returns from 
these assets over time. In addition, the portfolios will enjoy the 

inflation protection from any inflation spike that may occur in the 
interim – for example should there be a sudden depreciation in 
the rand. 

Although one would ideally like to buy inflation-linkers at the 
lower turning point in the inflation cycle, the market tends to 
anticipate this and the availability of such assets offering these 
kind of attractive returns all but disappears. Fortunately, with 
short rates as low as they are currently and with the substantial 
real yields we are getting on these assets, even in a falling 
inflation environment (like the one we are currently experiencing) 
the ‘carry cost’ of holding these assets is in fact positive. 

We believe that having been able to take advantage of these 
opportunities will add significant relative value to our portfolios 
in the longer term.  

mArK le roux is responsible 
for the fixed interest investment 
process and portfolio management 
functions for both institutional and 
retail portfolios. mark has more than 
18 years’ experience in managing 
both traditional and alternative 
portfolios.
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Equity market 
update
Markets	are	likely	to	remain	volatile	and	
challenging	for	some	time	to	come

by QuINTON IvAN

Equity market returns have been excellent, with the All Share 
Index returning 19.9% and 17.1% p.a. over the last five and 
10 years respectively. Put differently, investors have earned 
approximately 2.5 and 5 times their capital over the five- and  
10-year periods. While many have become accustomed to earning 
such handsome returns, it truly has been an exceptional period 
where both global and local markets (more so) benefited from a 
very asset-friendly environment. Given this context, we believe the 
next few years will be more challenging and returns more muted. 
This environment should favour the patient, long-term investor 
who is disciplined and valuation driven.

We reduced our aggressive overweight equity position towards 
the latter part of 2009 on the back of strong market returns, and 
now hold what we consider a neutral equity exposure. Despite  
this profit-taking, equities remain our preferred asset class for 
producing inflation-beating, long-term returns. We continue 
to believe that global equities are more attractive than local 
equities and, given the continued strength of the rand, investors 
are currently afforded an excellent opportunity to diversify their 
portfolios. We have taken full advantage of this opportunity 
across client portfolios. 

The All Share Index returned 4.5% for the first quarter of 2010. 
Financials led the market with a 9.9% return, while industrials 
returned 4.4% and resources 2.1%. We remain underweight 
resources with the view that the upside to long-term valuations, 
based on mid-cycle earnings, are not attractive enough to justify 
higher exposures. Notwithstanding this view, we believe Sasol 
presents a good opportunity given its long-life assets, low cost 
base and the favourable long-term fundamentals of oil as a 
commodity. We have started adding to our Anglogold position. 
While gold and platinum producers are experiencing enormous 
cost pressures (labour and electricity), we believe that this is 
adequately discounted in the Anglogold share price. Further, 
one is not currently paying for the optionality of a weaker 
rand and future growth projects which, if successful, could be 
company transforming.

Banks led the financial index upwards, returning 12.2% for the 
quarter. Despite the recent run banks remain attractive, trading 
at price-to-book ratios of 2 and forward price-earnings ratios of 
10. South African banks remain well capitalised and offer good 
earnings growth prospects driven initially by an unwinding of 
the impairment provision and followed by advances growth as 
consumers respond to lower interest rates.

While the rand remains very strong in the short term, we 
continue to believe the risks are heavily skewed to the downside. 
Industrial South Africa is not competitive at these levels. Also, at 
some point, the excessive global financial stimulus has to be 
withdrawn and global interest rates will have to be raised. This 
will reduce the attractiveness of the carry trade currently on 
offer, placing further pressure on the rand. Our portfolios remain 
skewed towards rand-hedge counters that we consider to be 
attractively valued, such as MTN, Naspers, SABMiller, Richemont 
and Bidvest. These companies are globally diversified with best-
in-class business models that should benefit from a depreciating 
rand.

Within industrials, we believe it will be a challenge for the 
average domestic company to defend its real earnings. 
Consequently, we remain defensively positioned with holdings 
in the Spar Group, Shoprite Holdings and AVI. The earnings of 
these companies are more bankable than the average industrial 
company and while one does pay for this certainty, the premium 
is not excessive. As highlighted in previous commentary, we 
continue to find value in small caps. Although small caps have 
recovered significantly off the lows of March 2009, many quality 
companies with good franchises can be acquired at six times our 
assessment of normalised earnings.

In conclusion, markets are likely to remain volatile and 
challenging for some time to come. As a long-term investor, this 
is not bad news as volatile markets often create opportunities 
when emotion trumps reason. We look forward to capitalising 
on these opportunities.  

QuiNtoN ivAN joined Coronation 
in April 2005 as an equity analyst. He 
currently analyses retail, construction 
and pharmaceutical stocks. Quinton 
co-manages the Coronation equity, 
balanced Plus and industrial funds as  
well as the Houseview portfolios.
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Sasol
A	better	than	average	resource	company

by HENK grOENEwALd

Sasol is a great example of a company currently unloved by the 
market. In our opinion it is a superior resource company that 
offers good returns for our clients over the long term. 

In general, resource companies are very cyclical, poorer than 
average businesses. They are price takers, highly capital 
intensive and have declining asset bases. Sasol is our preferred 
resource share, which differs in many respects to the ‘average’ 
resource company – and post its recent underperformance we 
believe offers an opportunity for the patient investor.

If you compare an average resource company to the average 
branded goods company, the difference is stark. A company 
selling branded goods has control over its selling price and can 
often charge a premium for its products relative to competitors. 
Resource companies have no control over the market price 
of its products. A brand can last for centuries. A resource 
company consumes its non-renewable resources and constant 
reinvestment is required just to maintain production.

This does not necessarily mean that resource companies are bad 
investments. On the contrary, due to their cyclical nature, they 
often allow spectacular investment opportunities. The best time 
to buy resource companies is when everyone is negative on the 
outlook for their commodities. We do not however believe that 
this is the case currently as the good news of Chinese demand for 
commodities is largely priced into the resource sector share prices. 

Over the last year, the resource sector on the JSE has increased 
by 34%. By comparison, Sasol’s share price has only risen by 
10%. The reasons for this underperformance are many, but by 
and large relate to the relative performance of the rand oil price 
(which has halved from its peak) and the market’s disillusionment 
with the company’s operational performance.

We believe that Sasol’s unique process and technology makes it 
very different to its competitors. Sasol produces the fuel we use 
in our cars from coal, making up about 30% of the country’s fuel 
requirements. South Africa is the only country in the world where 
this technology is used on a large scale.

Sasol sells many of its products into local markets, but its selling 
prices are determined by the global oil and oil derivatives 

markets. In these markets its major competitors are the global  
oil majors and national oil companies (of which the majority 
belong to OPEC). OPEC effectively controls the oil market 
by virtue of its large share of production (35%) and reserves 
(70%). OPEC has an incentive to maximise the oil price so as to 
maximise the value of its resources.

Sasol has many advantages compared to the international oil 
companies. Sasol receives a premium over oil for the products 
it sells; the international oil companies receive a discount. An 
oil company’s costs are largely linked to the oil price as royalties 
and taxes make up a large part of their cost base. Sasol mines 
its own coal and transforms it into fuel and therefore has 
greater control over its cost line. Sasol consistently makes more 
money from every barrel of product sold than its international 
peers. The life of Sasol’s coal reserves are three times that of 
the average global oil major, which would need to replace its 
current reserves twofold just to stand still in relation to Sasol.

Sasol also has advantages relative to other listed resource 
companies. These relate mainly to the nature of the oil market. 
Firstly, unlike metals, it cannot be recycled once used. Secondly, 
because it is a liquid, it is much more difficult to maintain 
production rates once peak production is reached. Thirdly, 
oil demand is much less dependent on Chinese infrastructure 
investment than metals. 

Sasol also has incredible growth potential and is one of the 
few large resource companies in the domestic market that can 
potentially double or triple production in a 10-year time frame. 
While we do not include this potential in our valuation, the 
benefits could be great for long-term shareholders. 

In the short term, Sasol’s share price will continue to be driven 
by movements in the rand oil price. Over the longer term, its 
unique and compelling investment case will be recognised.

At around 10 times our estimate of normal earnings, we believe 
it offers compelling value.  

HeNK groeNeWAld joined 
Coronation as an equity analyst in 
January 2005. Prior to this, he spent 
two years as a trainee equity analyst 
with Allan gray and three years as 
an electrical engineer at Sasol. Henk 
co-manages the Coronation resources 
Fund and the Absolute range of funds.
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managed by grEg vAN TIL and MArK LE rOux

The Coronation Optimal Income Fund was launched in February 
of this year with the express purpose of producing an after-tax 
return greater than 110% of after-tax cash. It is tailor-made for 
tax-paying investors who are looking to earn a reasonable rate 
of return, but with a low-risk budget and/or a shorter investment 
horizon (six months to three years is recommended). The fund’s 
mandate is designed to complement our existing Strategic 
Income Fund, which aims to maximise pre-tax returns for 
investors with similar risk and time constraints.

Optimal Income has the ability to invest in all asset classes, but 
with a bias towards hedged equities. The portfolio uses the 
same, well known, Coronation investment philosophy and DNA 
to achieve its objective of maximising after-tax cash returns 
within the constraint of a small risk budget. You may think this is 
nothing new and if so, you would be correct. The management 
of the fund requires the same skills that the Coronation 
investment team has been honing for the past 17 years, it is just 
packaged in a much more risk-averse and tax-conscious way. 

So, what is under the hood? How is it managed? How is it 
different? The answers lie in the portfolio structure and not the 
detail. It combines the same asset classes that our investors 
know and trust in our Strategic Income, Balanced Defensive, 
Capital Plus and Top 20 funds – just in differing degrees. 

The core of the fund, hedged equity, aims to achieve long-term 
capital growth with very low volatility and downside risk. This is 
achieved by leveraging off Coronation’s stockpicking skills in the 
equity market and reducing the market risk (beta) of the asset 
class. One would normally shy away, if not run, when ‘equity’ is 
mentioned in a portfolio that has a cash benchmark, especially 
after the roller-coaster experience of most investors over the 
past few years. The key here is the amount of beta exposure in 
the portfolio and the positioning of the equity. To allay any fears 
– the net exposure to the market since inception has been close 
to zero. On top of this, sector bets (generally seen to be the 

largest contributor to tracking error and alpha in a portfolio) 
have also been eliminated. So what is left if one removes all the 
market and sector risk? One is left with active equity management 
at stock level that in our view will produce tax-efficient capital 
gains over time. 

The equity component of Optimal Income has performed well 
since inception, doing exactly what we told investors it would 
upon launch. It has returned just over 1.4% in the first two 
months, with active management in each sector (financials, 
resources and industrials) adding value to investors. Our 
overweight positions in Naspers, Standard Bank, Exxaro and 
Sasol have positively contributed to performance, as has our 
underweight in Harmony. The major detractors for the period 
have been Investec and Amplats, both underweight positions. 

The portfolio currently has no fixed interest securities, although 
the mandate does not exclude these. Our objective is to focus 
on the tax-conscious investor and will therefore look to take on 
bond and credit exposure in times where the expected return 
compensates for the taxable element included in the income 
stream. In the current environment, where credit spreads have 
already compressed substantially and where there is a wave of 
issuance from both corporate South Africa and the fiscus, very 
few opportunities present themselves. We have thus increased 

Optimal Income
Tax	conscious	and	risk	averse

mArK le roux is responsible 
for the fixed interest investment 
process and portfolio management 
functions for both institutional and 
retail portfolios. mark has more than 
18 years’ experience in managing 
both traditional and alternative 
portfolios.

greg vAN til joined Coronation in 
1998 and is head of the Quants team. 
He is responsible for all derivative 
positioning used within client 
portfolios both to enhance returns 
and provide levels of portfolio 
protection. greg co-manages the 
Coronation optimal income Fund.
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our exposure to hedged equity from 60% to 70%, ensuring that 
we do not leave a large portion of the fund in low-yielding, tax-
inefficient cash securities.

Listed preference shares are also an integral current part of the 
Optimal Income portfolio. These shares offer investors very 
attractive after tax yields. As an example, our preference share 
exposure currently offers a yield of 7.6%, tax free. Current money 
market rates are around 6.5% taxable, leaving an after-tax yield 

below 4% (for a marginal rate tax payer). One might argue that 
this higher yield is expected as it comes at the cost of higher 
volatility because the shares are subject to market price 
movement, but it is our view that an investor is more than 
compensated for this at present. We currently have almost 25% 
of Optimal Income invested in this asset class and, although 
probably higher than our through-the-cycle holding, we believe 
that at the current valuation level there is an opportunity for a 
significant re-rating and capital gains.  
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International 
outlook
International	equities,	rather	than	cash	or	
bonds,	remain	the	most	attractive	financial	
asset	class	at	present

by TONy gIBSON

As at 31 March 2010, the MSCI World Index is showing a 
capital gain of 49% as compared to 12 months ago. Similarly, 
the S&P Index is up by almost 75% from the March 2009 
low. Inevitably, a move of this magnitude has caused many 
commentators to forecast that this rally will end in disaster 
and that this ‘unprecedented’ market bounce is bound to end 
in tears. They point to 2004 as a parallel year in which the Fed 
aggressively changed from its accommodative monetary policy. 
Such sceptics will point out that by some measures (such as the 
equal-weighted value line) the equity market is approaching a 
dangerously high level, and is in fact by their calculation at an 
all time high. 

By comparison, in a recent editorial, Barron’s stated the follow-
ing (we believe that this comment adds a somewhat more 
bullish perspective): ‘No market that has lost US$4.4 trillion in 
value since October 2007, as measured by the comprehensive 
Wilshire 5000 Index, can be said to be anywhere near a long-
term high. This is the proper context for the 74% gain in the 
S&P, which has merely recouped 57% of the bear-market losses, 
re-attaining a level first reached in 1998, and is still below where 
the market collapsed after Lehman failed.’ 

It makes sense, at this point, to examine the current sentiment 
and compare it with the underlying realities as we see them. 
There are certainly a lot of factors that would argue for a more 
negative appraisal of the macro investment environment at 
this time, as is demonstrated by the behaviour of the volatility 
index (VIX). At present, the VIX shows signs of ‘fatigue’ as it tests 
recent sub-18 levels; and is still well above the sub-10 levels 
experienced in early 2007. The main macro issues still worrying 
investors include the opinions that:

  The crisis has not been properly resolved as the issue of 
gearing and debt has merely been transferred from the 
private sector to the public sector, and hence the sovereign 
risk that has appeared recently in countries such as Greece, 
Portugal, Spain and Italy.

  The imbalances are frightening, and the only reason that 
Greece has been in the spotlight rather than the US or UK is 
that Greece does not have its own central bank to bail it out 
by creating liquidity.

  The belief that in the pending recovery there will be no 
meaningful job creation in the West, and no V-shaped 
recovery.

  Central banks will look for any sign of an economic recovery 
as an opportunity to eventually ignite the exit strategy 
process, which in turn will lead to higher interest rates, 
thereby unsettling the markets.

  The economies of the US, UK and Europe are so weak 
(despite the massive stimuli and money printing) that there 
might be no other option than to continue with quantitative 
easing to avoid a double-dip scenario. 

  The risk that China’s tightening of monetary stimulus will 
exacerbate the already anaemic economic recovery in the 
West.

While we do not disagree with a number of these concerns, we 
believe it essential to examine the macro-environment within the 
context of the broad asset classes that are available to investors. 
A few core factors and assumptions on which we predicate our 
investment outlook are as follows:

  Monetary policy in the West (and Japan) will remain benign 
for some time to come, as politicians fear a relapse of the 

toNy gibSoN is a founder member 
of Coronation and a former Cio. 
He was responsible for establishing 
Coronation’s international business in 
the mid 1990s, and has managed the 
Coronation global equity Alternative 
Strategy Fund since launch in 1996.
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recent deflationary conditions far more than the risk of  
rising inflation. 

  By implication, returns from cash deposits will not offer a 
viable return to investors for quite some time to come.

  However, in the event of this assumption being incorrect, 
monetary tightening will only follow a period of robust 
economic recovery, coupled with the threat of inflation. If 
such a scenario unfolds, it must be remembered that history 
strongly suggests that equities generally offer the best 
investor protection against rising inflation.

  Despite the cloudy macro issues, the corporate credit 
markets more accurately reflect the good health of company 
earnings and balance sheets. In the US, cash holdings as a 
percentage of assets at non-financial companies now equate 
to 11% – a level that has not been seen since 1955. This comes 
at a time when cash flow generation is at, or near, record 
levels. This is now driving a notable pick-up in both M&A 
activity and share purchases. The market’s concerns over 
both the threat of stimulus withdrawal on global activity and 
the viability of public finances are masking the attractions of 
companies which are characterised by financial strength and 
impressive levels of profitability and cash generation.

  Company profits are very much at cyclical lows at present, 
and are therefore likely to recover over the coming years. 
It should also be noted that broad market indices include 
the global banks which are currently making losses and not 
paying dividends. This has a depressing influence on market 
ratings.

  Ten years ago equities were markedly expensive, whereas 
today they are not. 

  Investors remain very sceptical towards equities – in part 
a reactive response to the fact that, in real terms, equities 
have returned a negative 2.2% in US dollars over the past 
10 years. By contrast, bonds have yielded over 5%. The 
fact that dividend yields on European companies currently 
exceed the average yield on 10-year government bonds 
illustrates this aversion towards equities.

We are of the view that international bonds will not repeat the 
strong relative outperformance that investors have enjoyed over 
the past 10 years. It is true that the past 10 years experienced 
an ongoing virtuous circle of greater labour productivity and 
lower inflation – coupled to the recent deflationary effects of 
the credit crunch. Bond bulls will therefore have to argue for a 
continuation of this trend well into the current decade. 

We are very weary of the bond market, especially if one looks 
beyond the current deflationary period that the world is in. A 
recent article in the Financial Times (w/e 26 March) highlights 
the current situation in the US bond market, and serves as a 
good starting point as to why we dislike international bonds as 
an investment alternative at present.

‘The bond vigilantes are finally flexing their muscles. A long 
period of stability for the US government bond market showed 
signs of cracking this week as a lack of investor appetite for  
new debt sent the benchmark 10-year yield to its highest level 
since last June. For more than a year, analysts have been warning 
that record sized debt sales by the US Treasury were at odds 
with a 10-year yield sitting comfortably below 4%. This week the 
yield on 10-year notes jumped from 3.65% to a peak of 3.92%...’

Some of the harsh facts facing global bond markets in coming 
years are as follows:

  G20 government debt as a percentage of their economies 
is predicted to rise to somewhere between 150% and 200% 
over the next 20 years. To give this some perspective, 
the record high for the US over the past 100 years was in 
1945 when, following World War II, the ratio reached the 
unprecedented level of around 110%.

  The major reason for this build-up is the massive level of 
government stimulus following the credit crunch, and the 
ensuing government deficits. There is however a further 
factor which exacerbates this trend, and that is the changing 
of population demographics.

  On average, the ratio of retirees to working people in the 
developed world was at around 19% as recently as in 1980. 
By comparison this is predicted to double to about 40% 
in 2020, reflecting both a drop-off in birth rates, as well as 
improved healthcare and resultant longevity.

  This will place a further burden to state coffers, as pension 
payments become increasingly challenging to finance. 
Additional state healthcare costs to the state have also been 
well documented in the US in recent weeks.

  Politicians, when faced with unpleasant choices, will 
invariably opt for the easiest and least politically damaging 
one in the short term. There is little doubt in our minds that 
politicians would actually welcome a rise in inflation over the 
next few years as a means of eroding the mountainous levels 
of debt that they face. 
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An obvious question therefore is as to why bond yields have 
remained relatively low in the face of warnings about the level of 
debt issuance, and the increasing risk (in some cases) of 
government defaults on debt. There seem to be two 
explanations:

  Firstly, it must be remembered that inflation remains very 
low at present. In addition, unemployment has been rising, 
housing prices falling, and the Fed has kept interest rates 
at near zero levels. Simultaneously, the Fed has purchased 
up to US$1.7 trillion in bonds. These factors have certainly 
helped keep rates low.

  Ultimately, however, the reason yields are so low is a perverse 
one. Investors simply do not have faith in the economic 
recovery. Until there is wider confidence that the recovery 
is real and sustainable, bond yields will stay under control. 
Should the economy make a strong recovery, however, the 
bond market could well come under increasing pressure. This 
is of course not even taking into account the vast borrowing 
requirements of state treasuries referred to above.

We are clearly of the opinion that international equities offer the 
best relative attractions when compared to the alternatives of 

bonds or cash. Equity market participants’ concerns regarding 
both the threat of stimulus withdrawal on global economic activity 
and the viability of public finances are masking the attractiveness 
of many companies. The equity market rating of these companies 
still fail to capture their strong fundamentals and, as suggested  
by the corporate bond market, this seems an unsustainable 
valuation relative to global bond markets. We would anticipate that 
this discrepancy will be narrowed as these strong characteristics 
continue to translate into attractive cash returns to shareholders 
in the form of dividends. As an illustration, in Europe at present, 
forecast dividend payments plus share buy-backs indicate an 
effective cash yield to investors of around 5%.

Equity prices will not repeat last year’s dramatic rally for a long 
time, and will of course have falls from time to time – sometimes 
even sharp ones. That said, we remain convinced that the poor 
equity returns over the past 10 years will not be an enduring 
trend. Let’s remind ourselves that the S&P 500 Index started at a 
base level of 10 in 1941. As at 31 March 2010, it is 1169. We predict 
that in 10 years’ time the compound returns from equities will be 
well ahead of that received by government bond holders.  



Latitude
A	global	fund	that	combines	asset	
allocation	and	stock	selection	with	capital	
preservation

managed by LOuIS STASSEN and TONy gIBSON

While the Coronation Latitude Fund can be described as an 
actively managed low-risk international balanced fund, it is in 
fact quite unique in its approach. Drawing from our long history 
of managing funds in the absolute space we have created a 
global fund that effectively combines active asset allocation and 
stock selection with capital preservation. In fact, when we 
launched the fund 17 months ago it was with the explicit 
intention of satisfying the needs of South African investors. 
Today, the devastation brought about by the global financial 
crisis sees the fund’s approach as the preferred route to 
managing capital for a growing number of global investors. 
Interestingly, as the need for active asset allocation as a key 
driver of portfolio returns grows, the skills set within the fund 
management industry seems to be disappearing – thus placing 
Coronation in a unique competitive position globally.

Latitude is managed by two former chief investment officers, 
Tony Gibson and Louis Stassen. Tony provides top-down, macro 
and global portfolio management experience while Louis’s skill 
lies in his ability to pick stocks and manage risk. The fund’s 
mandate is flexible, investing in the many different listed asset 
classes and instruments available globally. Its bias towards 
capital preservation in US dollars means that, similar to the 
philosophy that has been deployed by our Absolute Return unit 
over the past 11 years, any underlying investment is evaluated in 
terms of both risk and return. The global environment offers 
many additional instruments in which to invest thereby enabling 
us to achieve superior risk-adjusted returns over time. 

The fund’s benchmark is a composite of US and European cash 
rates (50% Libor and 50% Euribor) plus 3%. While it may sound 
unattractive to invest in a fund that only aims to outperform cash 
(which currently yields close to nothing), this return target would 
have comfortably outperformed most global managed funds 
over the past 10 years. Over time, we aim to achieve an annual 
return of between 8% and 12% (in US dollars). 

The fund is limited to invest up to 50% in risk assets (listed 
property and equities). Given current exchange controls, we 
view offshore capacity as a scarce resource requiring a lower- 
risk budget. Its risk exposure currently sits at 42%, but has  
been as high as 50% and as low as 22% since inception in  

November 2008. This also illustrates our active approach to 
asset allocation; importantly, we only change our asset allocation 
once an asset class/instrument becomes cheap or expensive 
according to our valuations, and not because we believe that a 
certain data point that is to be announced will influence the 
price of the asset class/instrument in the short term.

Latitude is priced in US dollars, which means that any investment 
into the fund is immediately externalised. We do not deploy any 
rand/dollar views in this mandate. 

How	do	we	pick	stocks?

We do not try to cover the full universe of global stocks, 
preferring to focus on the stocks that we include in the portfolio. 
We invest in situations where the risk/reward trade-off works in 
our favour, preferring to stay on the fairway by picking good 
quality, defensive stocks that we understand. For us, it is better 
to fully interrogate the 40/50 stocks that we include in the 
portfolio rather than worry about the hundreds of other stocks 
that we leave out.

We are often asked how it is possible to manage global money 
from the southernmost tip of Africa. Our response is threefold: 

  We already invest in many internationally benchmarked 
industries within the South African context and we have had 
to extrapolate our knowledge to a global level over the past 
five years. Take for example British American Tobacco (BAT), 
one of our biggest holdings. To truly understand and value 
BAT, we have to have a view on the global tobacco sector, on 
valuations across the global sector and also understand 

louiS StASSeN is a founder member 
and former Cio of Coronation. He is 
a senior portfolio manager within the 
investment team responsible for the 
Absolute investments unit which he 
established in 1999.  

toNy gibSoN is a founder member 
and former Cio of Coronation.  
He was responsible for establishing 
Coronation’s international business in 
the mid 1990s, and has managed the 
Coronation global equity Alternative 
Strategy Fund since launch in 1996.
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what drives its peers (e.g. Imperial Tobacco, Japan Tobacco 
and Philip Morris). All of these stocks appear on our radar 
screen and we do a lot of work on them. The same applies 
to the banks, telecommunications, luxury goods and 
commodity stocks we analyse. 

  We can identify and feed off a lot of trends and views by 
means of regular interaction with the international managers 
with whom we have invested since the inception of our 
London-based fund of funds business in 1996. This is 
achieved through regular monthly conference calls with 
managers who enthusiastically share information on new 
stock finds and expand on their funds within a market that is 
not inhibited through size or liquidity.

  Our fully fledged Global Emerging Markets team, which 
operates alongside our Cape Town-based investment 
team, further broadens our tool set in constructing ideas. 
More and more the line between emerging and developed 
market companies is blurring, as businesses such as Nestlé, 
Unilever and SABMiller search out opportunities in growth 
markets. 

How	has	the	fund	performed	over	time?

We often say that we get zero out of 10 for launching the fund in 
November 2008, a time when world markets felt the full impact 
of the global financial crisis. But what this means is that our 
approach to managing the fund has been tested to the extreme, 
and we are very pleased to have delivered a dollar return of 
18.41% since inception – much better than that of its benchmark 
3.62%. The fund has lagged in the market rebound period, but 
performed much better during the sell-off, which is expected, 
given our approach of downside protection within the fund. 
More importantly, these returns were achieved at much lower 
risk – half that of the MSCI World Index and 14% less than that 
of the average fund in the appropriate South African unit trust 
category. We are also proud to say that during the very tough 
times our peak-to-trough drawdown has only been 6%.

Latitude
(US$)

MSCI
World

(US$)

Mean of
Foreign AA

 Flexible
(US$)

Annualised return (SI) 18.41% 20.77% 16.00%

Standard deviation 11.72% 21.84% 13.75%

Maximum drawdown (6.14%) (20.76%) (10.50%)

Maximum gain 19.33% 30.78% 33.89%

As at 31 march 2010

Where	did	the	returns	come	from?

Equities contributed to the bulk of the fund’s return. While we 
don’t expect the asset class to contribute to the same extent 
going forward, we do expect it to continue contributing the bulk 
of returns. Since inception, our equity selection has outperformed 

the MSCI World Index by 32%. Property also made a positive 
contribution, with our listed property holdings performing 100% 
better than the broad property index. 

The positive contribution to returns from virtually all other asset 
classes/instruments within the fund also illustrates that Latitude 
truly is a multi-asset fund.

Asset class
Performance

attribution

Equity 22.5%

Property 5.7%

Gold 1.6%

Soft commodities (1.4%)

Credit 0.6%

Inflation trade & currencies 3.5%

32.5%

Our	current	positions

  We have successfully invested in corporate credit. 
Approximately a year ago it was clear that corporate credit 
presented a good opportunity (after it sold off heavily during 
the 2008 crisis). We have now closed almost all of these 
positions.

  We continue to believe in physical gold being a long-term 
hedge against inflation and a potential default currency. We 
have held and actively managed our position in physical 
gold since inception – going as low as 2.5% and as high as 
7%. It is currently at 6%, but with the potential to be 
increased. We remain biased towards physical gold as the 
gold miners have historically been very poor custodians of 
shareholder value. We, however, will keep looking for good 
quality miners at attractive valuations.

  We are very negative about government bonds as we remain 
nervous about longer-term inflationary pressures and 
governments’ ability to finance their fiscal deficits.

  We still consider equities to be attractively priced, especially 
when compared against the alternatives.

  Within equity, we prefer defensive franchises like tobacco, 
fast-moving consumer groups, pharmaceuticals and pay-TV.

  We believe listed property is still discounting a very poor 
outcome, balance sheets have been restored, and normality 
is returning to physical markets. We currently prefer exposure 
to Singapore, Japan and Australia where the listed property 
market has sold off dramatically into the credit crunch.

  We’ve started including some soft commodities with 
exposure to corn and wheat. These prices are at three- to 
four-year lows and we concur with the view of dwindling 
food supplies globally.  

We are currently obtaining regulatory approval to change the 
name of the Latitude Fund to the Global Capital Plus Fund.
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Coronation offers a range of domestic and international funds to cater for the majority of investor needs. These 
funds share the common Coronation DNA of a disciplined, long-term focused and valuation-based investment 
philosophy and our commitment to provide investment excellence.

COrE dOMESTIC

fuNd fuNd dESCrIPTION fuNd HIgHLIgHTS

INvESTor NEED: CAPITAL GroWTh

Top 20 A concentrated portfolio of our top stock picks on 
the JSE.

Currently the top-performing broad-based equity 
fund over 3 & 5 years. Produced 1.5x the market's 
return at only 0.9x the market's risk since launch.

Balanced Plus Best investment view across all asset classes.  
Ideal for retirement savers.

R100 000 invested at inception in 1996 is worth 
R866 228 today, compared to R611 924 achieved  
by its average competitor.

INvESTor NEED: INCoME & GroWTh

Capital Plus Focused on providing a growing regular income. 
Ideal for investors in retirement.

Outperformed inflation by 9% p.a. since launch  
in 2001.

Balanced defensive A lower risk alternative to Capital Plus for investors 
requiring a growing regular income.

Top-decile performer over 2 years, 3 years and 
since launch in the Asset Allocation – Prudential 
Low Equity Category.

INvESTor NEED: INCoME oNLy

Strategic Income Asset allocation across the yielding asset classes. 
Ideal for investment periods between 6 months 
and 2-3 years.

Outperformed cash by on average 2.3% per year 
since launch in 2001.

ExPECTEd rISK vS. rETurN

5-year performance and risk quoted from Morningstar as at 31 March 2010. 
Figures quoted in ZAR after all income reinvested and all costs deducted.

Return = annualised returns

Long-term growth (equity only) Coronation Top 20
17.1%

24.5%

17.7%

14.2%

9.5%

New Fund

11.6%

2.5%

7.3%

Coronation Balanced Plus

Coronation Capital Plus

Coronation Balanced Defensive

Coronation Strategic Income

Long-term growth (multi-asset)

Income & growth

Income

Risk = annualised standard deviationRisk

R
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COre	FunD	rAnge
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COrE INTErNATIONAL

fuNd fuNd dESCrIPTION fuNd HIgHLIgHTS

INvESTor NEED: CAPITAL GroWTh

global Emerging Markets flexible Best investment view across emerging markets Outperformed the MSCI EM Index (measured in 
US$) by 7% p.a. since launch. The only dedicated 
emerging markets fund in SA.

world Equity [ZAr] fund of funds A focused portfolio of the best developed market 
equity managers

Outperformed the MSCI World Index (measured in 
US$) by 3.2% p.a. since launch in 1997.

global Managed Best global investment view for US dollar investors A new fund positioned to benefit from our belief 
that foreign assets will provide the best returns 
over the long term.

Optimum growth Best rand risk-adjusted returns from a global multi-
asset portfolio

4th best performer out of 70 funds in the foreign 
and worldwide equity and flexible categories  
in 2009.

INvESTor NEED: CAPITAL PrESErvATIoN

Latitude [ZAr] fund Returns in excess of foreign cash while preserving 
capital in US dollars over any 12 months

Produced a return more than 3x that of its US 
dollar and euro cash benchmark since inception in 
2008. The name of this fund will change to Global 
Capital Plus subject to regulatory approval.

ExPECTEd rISK vS. rETurN

5-year performance and risk quoted from Morningstar as at 31 March 2010. 
Figures quoted in USD after all income reinvested and all costs deducted.

Return = annualised returns

Long-term growth (equity only)

Long-term growth (multi-asset)

Preservation

Risk = annualised standard deviationRisk

New Fund Coronation Latitude

6.1%
21.1%

Coronation Optimum Growth

New Fund Coronation Global Managed

4.2%
16.1%

Coronation World Equity

New Fund Coronation GEM
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fuNd
LAuNCH

 dATE

ANN rETurN
 SINCE 

LAuNCH1

(ZAr)

QuArTILE
 rANK
SINCE

 LAuNCH
5 yEArS

(ZAr) 

5-yEAr 
QuArTILE 

rANK
3 yEArS

(ZAr)

COrE dOMESTIC     

INvESTor NEED: CAPITAL GroWTh

Top 20 1-Oct-00 24.32% 1st 24.46% 1st 10.19%
FTSE/JSE Top 40 Index (ZAR) 16.62% 19.45% 4.26%
Equity 15-Apr-96 18.26% 1st 20.11% 1st 6.96%
FTSE/JSE Shareholder Weighted All Share Index (ZAR) 13.26% 19.60% 4.50%
Balanced Plus 15-Apr-96 16.78% 1st 17.72% 1st 7.15%
Composite Benchmark2 (ZAR) 14.36% 16.40% 6.05%

INvESTor NEED: INCoME & GroWTh

Capital Plus 2-Jul-01 15.42% 1st 14.15% 1st 7.41%
CPI + 4% per annum (ZAR) 10.56% 10.89% 12.41%
Balanced defensive 1-Mar-07 9.36% 1st – 9.18%
CPI + 2.5% per annum (ZAR) 11.02% – 10.91%

INvESTor NEED: INCoME oNLy

Strategic Income 2-Jul-01 11.79% 1st 9.54% 2nd 8.69%
110% of Short Term Fixed Interest 3-month Index + 3% (ZAR) 10.42% 9.75% 10.81%

1.  ANN rETurN SINCE LAuNCH = Annualised returns since launch.
2.  Benchmark for the Balanced Plus fund comprises: 63% Equity (Capped All Share Index), 22% Bonds (All Bond Index), 10% foreign (60% MSCI Equity gross, 25% JP Morgan global 

Bond Index, 15% JP Morgan uSd 3-month Treasury Bill) and 5% Cash 

figures are quoted from Morningstar as at 31 March 2010 for a lump sum investment and are calculated on a NAv – NAv basis with income distribution re-invested.
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Growth of R100 000 invested in our core domestic funds on 1 July 2001

Value of R100 000 invested in Coronation’s core domestic funds since inception of the Coronation Capital Plus Fund on 1 July 2001 as at 31 March 2010. All income 
reinvested for funds; FTSE/JSE All Share Index is on a total return basis. Balanced Defensive is excluded as it does not have a meaningful track record.

Sources: Morningstar and I-Net Bridge
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fuNd
LAuNCH

 dATE

ANN rETurN
 SINCE 

LAuNCH1

(uS$)

QuArTILE
 rANK
SINCE 

LAuNCH
5 yEArS

(uS$)

5 yEAr
 QuArTILE

 rANK
1 yEAr

(uS$) 

COrE INTErNATIONAL    

INvESTor NEED: CAPITAL GroWTh

global Emerging Markets flexible 1-Oct-00 (0.03%) 1st – – 85.37%
MSCI Emerging Markets (US$) (6.55%) – – 81.55%

world Equity [ZAr] fof 15-Apr-96 6.30% 1st 4.16%  1st 46.08%

MSCI World Index (US$) 3.06% 3.45% 53.23%

Optimum growth 15-Apr-96 12.20% 1st 6.05% 3rd 67.37%

CPI+5% per annum (US$) 10.15% 8.41% 44.87%
global Managed3 31-Oct-09 7.86% 1st – – –
Composite Benchmark (US$) 4.40% – – –

INvESTor NEED: CAPITAL PrESErvATIoN

Latitude4 2-Jul-01 18.41% 2nd – – 29.11%
50% Libor + 50% Euribor (US$) 3.62% – – 1.92%

3. Benchmark for the Coronation global Managed fund comprises: 63% MSCI world (total return) Index, and 40% Citigroup world government Bond Index. 
 returns are in uS$. for rand returns, refer to fund fact sheet in the personal investments section of coronation.com.
4. The name of this fund will change to global Capital Plus subject to regulatory approval.

unit trusts should be considered a medium- to long-term investment. The value of units may go down as well as up. Past performance is not necessarily an indication of future performance. 
unit trusts are traded at ruling prices and can engage in scrip lending and borrowing. fluctuations or movements in exchange rates may cause the value of underlying investments to go up 
or down. A schedule of fees and charges is available on request from the management company. Commission and incentives may be paid and, if so, are included in the overall costs. Forward 
pricing is used. A member of the Association of Collective Investments, South Africa.

full fund fact sheets including fee information available on our website www.coronation.com.
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Growth of R100 000 invested in our core international funds on 15 March 1999

Value of R100 000 invested in Coronation’s core international funds since inception of the Coronation Optimum Growth Fund on 15 March 1999 as at 31 March 2010.
All income reinvested for funds; MSCI World Index is on a total return basis. Latitude, Global Emerging Markets Flexible and Global Managed are excluded 
as they do not have meaningful track records.   
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LOng-TerM	InveSTMenT	TrACk	reCOrD

ANNuALISEd rETurNS SINCE INCEPTION

 
 

 
 1 year 3 years 5 years 10 years Since Inception 

Annualised

 Coronation Houseview Equity     Equity Benchmark

60.0%

50.0%

40.0%
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0.0%

5-yEAr ANNuALISEd rETurNS  COrONATION HOuSEvIEw EQuITy EQuITy BENCHMArK ALPHA

1998 8.15% 6.49% 1.66%

1999 14.23% 10.91% 3.33%

2000 10.93% 7.52% 3.41%

2001 10.95% 9.38% 1.57%

2002 9.46% 7.14% 2.32%

2003 18.02% 13.49% 4.53%

2004 14.12% 9.35% 4.78%

2005 23.33% 18.63% 4.70%

2006 28.37% 23.07% 5.30%

2007 33.78% 29.52% 4.26%

2008 23.34% 19.28% 4.06%

2009 22.20% 19.77% 2.43%

5 years to date 15.96% 12.70% 3.26%

ANNUALISED To 28 FEBrUAry 2010

1 year 54.4% 48.1% 6.3%

3 years 7.7% 4.2% 3.6%

5 years 20.9% 17.8% 3.1%

10 years 18.6% 14.7% 3.9%

Since inception in October 1993 annualised 18.7% 15.1% 3.6%

Average outperformance per 5-year return 3.51%

Number of 5-year periods outperformed 13

Number of 5-year periods underperformed –

COrONATION HOuSEvIEw EQuITy* rETurNS vS. EQuITy BENCHMArK

CuMuLATIvE PErfOrMANCE

 Coronation Houseview Equity      Equity Benchmark

An investment of R100 000 in Coronation Houseview Equity on 1 October 1993 
would have grown to r1	671	402 by 28 February 2010. By comparison, the 
returns generated by the Equity Benchmark over the same period would have 
grown a similar investment to r1	010	385.
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*  Coronation Houseview Equity, which is an institutional portfolio, has been used to illustrate Coronation’s investment track record since inception  
of the business in 1993.
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LOng-TerM	InveSTMenT	TrACk	reCOrD

COrONATION BALANCEd PLuS fuNd vS INfLATION ANd AvErAgE COMPETITOr†

5-yEAr ANNuALISEd rETurNS COrONATION BALANCEd PLuS INfLATION rEAL rETurN

56 months to 31 December 2000 15.69% 7.90% 7.79%

2001 14.05% 7.41% 6.65%

2002 10.43% 8.04% 2.39%

2003 14.43% 7.33% 7.10%

2004 13.64% 6.68% 6.95%

2005 20.39% 5.85% 14.54%

2006 22.36% 5.54% 16.82%

2007 25.35% 5.17% 20.18%

2008 19.28% 6.41% 12.87%

2009 17.60% 6.82% 10.77%

5 years to date 13.84% 7.56% 6.29%

ANNuALISEd TO 31 MArCH 2010 COrONATION BALANCEd PLuS AvErAgE
COMPETITOr ALPHA

1 year 31.9% 21.6% 10.3%

3 years 7.2% 4.6% 2.5%

5 years 17.7% 13.1% 4.6%

10 years 16.6% 13.9% 2.7%

Since inception in April 1996 annualised 16.8% 13.9% 2.9%

Average 5-year real return  10.21%

Number of 5-year periods where the real return is >10%   5

Number of 5-year periods where the real return is between 5% – 10%   5

Number of 5-year periods where the real return is between 0% – 5%   1 

CuMuLATIvE PErfOrMANCE

 Coronation Balanced Plus      Domestic AA Pru Var Eqt Mean      CPIX

ANNuALISEd rETurNS SINCE INCEPTION

 
 

 
 1 year 3 years 5 years 10 years Since Inception 

Annualised

 Coronation Balanced Plus      CPIX
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An investment of R100 000 in Coronation Balanced Plus on 30 April 1996 
would have grown to r866	228 by 31 March 2010. By comparison, the mean 
return of the ASISA Domestic Prudential AA Variable Equity sector over the 
same period would have grown a similar investment to r611	924.

†  Average competitor return is the mean of the ASISA Domestic AA Prudential Variable Equity sector
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