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Investing for the long term



   We strive to always put our clients first

   We have an unwavering commitment to the long term

   We focus on producing top performance over all meaningful periods

   We are uncompromising about ethics

Coronation client charter

Telephone: +27 (0)21 680 2000    Fax: +27 (0)21 680 2100    Website: www.coronation.com    Client Service: 0800 22 11 77
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Notes from my 
inbox
by PIETEr KoEKEMoEr

Financial markets concluded 2010 on a positive note after a 
strong December, leaving the growth asset classes (equities 
and listed property) comfortably in positive territory. Local 
equities returned 19% for the year and global equities managed 
a 12% dollar return, which equalled the 12% appreciation of 
the rand against the dollar over the 12-month period. Our 
funds continued to perform well, both for the calendar year 
and over the much more important medium and longer terms, 
with our equity funds beating the market, our multi-asset funds 
comfortably ahead of their return objectives and the majority of 
their peers and our income funds outperforming cash. 

It is worthwhile to sound a note of caution as we start 2011. 
While our funds have performed exceptionally well over the 
last few years and while we are still very confident that we can 
add significant value over the long term, there is no guarantee 
that all our funds will outperform every single year. In fact, we 
need to remind you to expect the occasional bad year from your 
investment manager. Because we invest for the long term, we 
regularly select securities that only add value two, three or even 
more years into the future. This long-term philosophy makes it 
highly likely that we will have the occasional year of lagging the 
market and peers. Karl Leinberger explores this concept further 
in his article on the power of context and delayed gratification 
(p. 8).

If you are investing for immediate income you are also urged to 
expect less. Coronation Strategic Income, our flagship income 
fund, produced an exceptional 11.2% return for 2010, which was 
4% ahead of cash. The fund was appropriately positioned to 
benefit from the gains available from the declining interest rate 
environment experienced in 2010. However, we now believe 
that we are close to or at the bottom of the current rate cycle 
(as Mark le Roux explains in more detail on p. 12), meaning that 
for 2011 we expect a return much closer to cash interest rates, 
currently around the 6% level.

National Treasury, in an attempt to stem the strengthening of 
the rand, relaxed exchange control twice towards the end of last 
year. Pension funds may in future invest an extra 5% outside of 

South Africa, and individual investors can now invest R4 million 
per year, rather than per lifetime, in externalised international 
assets. If you are invested in one of our local multi-asset funds 
such as Balanced Plus, we will implement the extra 5% allocation 
on your behalf, but you may also want to use some of your 
individual allowance to invest in one of our dollar-denominated 
funds. As an example of the way in which we invest offshore, 
Gavin Joubert and David Cook explain the investment case for 
China’s car makers on p. 19, which were recently included as 
holdings in our emerging market portfolios. Tony Gibson (p. 22) 
covers some exciting changes to the World Equity [ZAR] Fund 
of Funds.

Also take some time to review the Personal investments update 
section on p. 24. This quarter we cover important information 
with regard to a pending change in fee structures affecting 
certain funds and we have revamped the way in which we present 
key information on our domestic and international fund ranges. 
This is a great place to start the process of identifying the fund 
or funds with objectives most closely matched to your own.

While we have no special ability to forecast the future, and we 
expect this year to bring its own headwinds and unexpected 
events, we remain committed to managing your assets to the 
best of our ability, resolutely focused on optimising outcomes 
with the risk budget that you have granted us. I would like to 
wish you a healthy and prosperous 2011.   
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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.

This tendency explains why health clubs and gyms are trying to 
commit you to a long-term contract (they are betting that you 
will visit a lot less than you intend) and why it is so difficult to 
stick to your New Year’s resolutions (most of us have a poorly 
calibrated sense of our own capacity for self-denial).

Inflated expectations are a sure-fire route to eventual 
disappointment.

Potential impact on investors Mitigation

Expecting too much from the 
markets. Not every decade will 
offer a bull market in every asset 
class, and not all investors will 
achieve above-average returns at 
below-average risk.

Relying too much on the implicit 
assumptions about future market 
returns that must be made when 
preparing a financial plan. 

Start investing early and save 
regularly. Build a solid margin of 
safety into your investment plan.

Avoid hubris. Past success is no 
guarantee of a repeat in future. 

Focus on what can go wrong and 
what it will mean. Record your 
predictions in writing and revisit 
after the fact. 

2   Loss-aversion

‘in human decision making, losses loom larger than gains.’ 
– Daniel Kahneman and Amos tversky

Most people need their portfolio to gain between 20% and 25% 
to experience a level of satisfaction equivalent to the pain and 
regret felt as a result of a 10% loss. While it is rational to prefer 
not to lose money, problems arise as a result of the strength 
of our abhorrence of losses. It can lead long-term investors to 
be overly conservative, as they want to avoid losses in the near 
term, but at the expense of not owning adequate growth assets 
to protect their purchasing power in the medium to long term. 

It explains why we dislike losing the things we have more than 
we appreciate gaining the things we don’t have. We prefer to 

Six evolutionary 
sins
Becoming aware of our behavioural 
misjudgements

by PIETEr KoEKEMoEr

‘if you want to avoid irrationality, it helps to understand 
the quirks in your own mental wiring and then you can take 
appropriate precautions.’ – Charles munger

Our behaviour as human beings is dictated by a combination of 
our physiology, biological history, experiences and environment. 
The relatively new disciplines of behavioural finance and neuro-
economics are shedding increasing light on how the way in which 
we are wired often causes us to make less than optimal decisions 
when confronted with conditions of risk and uncertainty. Saving 
and investment decisions, where the outcomes will only be clear 
in the distant future, are by definition affected by our cognitive 
biases and limitations.

In this article we cover six examples of potential behaviourally-
induced misjudgements that may cause us to miss out on 
achieving our investment objectives.

1   Overconfidence and optimism

‘An optimist is a person who sees a green light everywhere, 
while the pessimist sees only the red stoplight. the truly wise 
person is colour-blind.’ – Dr. Albert Schweitzer

Overconfidence is a leading cause of human error. We tend 
to believe that we are better at activities than we actually are, 
especially if we do it regularly. This tendency is made worse by 
its close cousin, over-optimism, which is to believe that your 
outcome will be better than that achieved by most others. 

Most students believe they will end up in the top half of their 
class. Most drivers think they are above average. Most investors 
believe that they will beat the market. Inevitably, at least some 
of them will be proven wrong. 
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stick with the status quo and place a higher value on the things 
we already own than we would pay to acquire the same thing if 
we didn’t own it. It is also why money-back guarantees work well 
for the businesses offering them (you are likely not to take up 
the guarantee). 

Trading desks provide further instructive examples. The rational 
investor would focus on what an asset is worth, rather than 
what was paid for it. However, because of loss-aversion – which 
typically becomes more severe if you are more committed to 
the position as a result of its large size or the amount of effort 
you have put into researching the opportunity – investors would 
often take extreme risks in an attempt to get even. Think of 
rogue traders Nick Leeson, who bankrupted Barings Bank in 
1995 in an attempt to recover his £800 million losses and Jérôme 
Kerviel, whose actions culminated in a €5 billion loss at Société 
Générale in 2008. In both cases, panic selling aimed at avoiding 
losses aggravated the eventual size of the problem, leading to 
more losses.

Remember, what you paid has no relevance to value. You don’t 
have to get it back the way that you lost it.

Potential impact on investors Mitigation

Investing too conservatively at 
the outset.

Taking on significantly more risk 
in an attempt to make past losses 
whole, or hanging on to obvious 
losers in the hope that they will 
recover.

Ensure that the level of exposure 
to growth assets is consistent 
with your risk budget. Consider 
investing in an appropriately 
mandated, outcome-based multi-
asset fund.

Recognise and attempt to avoid 
emotional drivers, such as regret, 
influencing investment decisions.

3   The paralysis of choice

‘Nothing will ever be attempted if all possible objections must 

first be overcome.’ – Samuel Johnson

We often forget that deciding to do nothing is also a decision. 
Even if it is easy and cheap to switch, we often prefer to stick with 
the familiar or even to avoid doing anything, especially when we 
are confronted with a lot of choice. Errors of commission seem 
worse than errors of omission.

In a study conducted in the US on the data of 2 000 voluntary 
pension plans with a total of 1 million members, it was found 
that for every 10 additional investment options offered, the rate 
of participation declined by 2%. This means that a plan offering 

50 rather than 5 investment options had on average 10% less 
participants. This happened despite the fact that the non-
participating employees missed out on receiving up to $5 000 
of matching money from their employers. Why did it happen? 
For many employees making the choice of where to invest was 
so complicated that it felt easier to just put it off until tomorrow. 

Other studies of similar pension plans found that most 
employees select the default option when this is presented. 
Similar trends have been found in selecting medical aid options 
and volunteering to donate organs. Careful design of the 
choice architecture, including auto-enrolment and carefully 
constructed default portfolios in the case of savings plans, is 
therefore paramount.

Potential impact on investors Mitigation

Procrastination in making a 
decision on where to invest 
because it seems too hard.

Investing in a multi-asset fund 
with clearly defined objectives 
aligned to your needs is a good 
starting point. Once we know 
what to do, we should not delay. 
‘You may delay, but time will not.’ 
– Benjamin Franklin

4   Hindsight-bias and sensemaking

‘We understand life backwards but live it forwards’ 
– Soren Kierkegaard

Knowing how things turned out profoundly influence the way we 
perceive and remember past events. It is very easy to forget that 
multiple outcomes were possible once the results are in. With 
the benefit of hindsight, everything seems obvious. Because we 
do not like uncertainty, we often construct a plausible story to 
fit the facts, sometimes without adequate evidence. Even when 
we are informed that a process is random we still seek patterns. 
We fixate on the few vocal winners and forget about the many 
quiet losers. 

A recent study asked 85 investment bankers to forecast a range 
of asset prices one week into the future. The forecast included 
the actual price, plus an upper and lower bound indicating the 
extremes that gave the banker a 90% confidence level that the 
price would fall within the specified range. One week later, when 
the actual prices were known, the bankers were asked to recall 
their point and range forecasts. The majority of the bankers 
remembered their point forecasts to be closer to the actual 
values and also that their ranges were much narrower than what 
was specified before the fact. Interestingly, the bankers with 
the largest degree of hindsight bias earned significantly less, 
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implying that their ‘misremembering’ had a significant impact 
on their performance. 

Studies have also shown that this bias is incredibly stubborn, 
and that it can’t be removed simply by telling people about it. 
It appears that this bias can only be overcome by attempting to 
explain how alternative outcomes could have happened, which 
makes these more vivid and the actual outcome appear less 
inevitable.

Potential impact on investors Mitigation

Berating yourself or your advisors 
for not avoiding losses after the 
fact, because it seems so obvious 
that the loss could have been 
avoided.

Believing that the world and 
markets are more predictable 
than they are in reality.

Understand that ‘only if’ regrets 
are unnecessary and pointless. 
Remember that the future is by 
definition uncertain and could just 
as well have turned out differently. 
Scenario planning, with its 
assignation of probabilities to 
different outcomes, is a useful 
tool to remind you that there 
are different possible alternative 
outcomes.

5    Perspective: framing, anchoring, vividness 
and recency

‘A single death is a tragedy; a million deaths a statistic.’  
– Joseph Stalin

We are subconsciously influenced by numerical information 
that, if we were fully rational, should have no bearing on our 
decisions. This is arguably the most damaging behavioural trait 
for long-term investors, as it causes us to extrapolate the recent 
past into the future and to expect that the historical performance 
of a security, asset class or fund will be repeated indefinitely.

Multiple studies found that we are influenced by random and 
unconnected numbers when asked to make forecasts. The 
anchoring effect applies to a variety of situations, from listing 
prices for large assets such as houses through supermarket 
prices, restaurant menu design, luxury good product pricing, 
commercial negotiations and investment decisions. A telling 
example is presented by jury awards. In one study, 80 students 
were asked to decide on the size of a damages award in a 
hypothetical case between a cancer victim and her healthcare 
provider. The objective was to see whether the quantum of the 
damages demanded by the victim would have an impact on the 
eventual jury award to the victim. The results were astonishing. 
The ‘jurors’ were effectively manipulated to start with the amount 
demanded, and to adjust this to what they perceive to be a fair 
award. As the demand amount increased, so did the amount 

awarded by the jurors (see table). And this held true regardless 
of how ridiculously large the initial demand was.

Demand Award (average)

$100 $990

$20 000 $36 000

$5 million $440 000

$1 billion $490 000

This happens because we are attuned to differences and 
changes, not absolute magnitudes. We prefer making our 
judgements relative to a reference point, often selected from 
the status quo (e.g. past performance of foreign shares) or 
personal experience (e.g. the price I paid). Our perception of 
value will change if this reference point is moved. This opens us 
up to be manipulated by whoever controls the framing of the 
information on which we base our decisions.

We emphasise recent and more vivid events. This causes us to 
sometimes miss out on slow changes. It partly explains the high 
prevalence of obesity in society: Eating a few extra calories a day 
will not immediately make you overweight and that one extra 
slice of cake does not have any immediate discernable impact. 

Humans also relate better to stories than to logic or fact, as we 
love to be entertained. There are around 60 shark attacks per 
year globally, with less than 10 people unfortunate enough to be 
killed in these attacks. Yet, sharks make great villains in popular 
culture, which helped the Jaws movie franchise to become one 
of the biggest entertainment industry success stories of all time. 
Remember, the media will capitalise on our fears when reporting 
the news of the day – there is money in it. It is the duty of the 
beholder to separate noise from what is important and to figure 
out what is over-emphasised and what other perspectives may 
be missing.

Potential impact on investors Mitigation

Expecting past to be prologue.

Placing too much emphasis on 
the promoter of an investment’s 
framing (e.g. making a property 
investment because you are told 
that you will earn 12% income 
per year and your capital is 
guaranteed).

We need to set our expectations 
for the future based on the facts 
we have today, rather than just 
blindly extrapolating the past.

The less you know about a 
subject, the more susceptible 
you are to how an offer is framed. 
Consider what information is 
missing. If you do not understand 
it or it sounds too good to be 
true, rather walk away.
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6   Herd mentality, price bubbles and Mr Market

‘Worldly wisdom teaches that it is better for reputation to 
fail conventionally than to succeed unconventionally.’ – John 
maynard Keynes

We are social beings, sharing a lot of behavioural traits with 
other pack animals. Even though we live in a society where 
we are mostly free to decide what we want to do, we tend to 
feel more comfortable if we believe and do the same as others 
around us. When we are uncertain, we become even more 
likely to imitate others, especially when we perceive them to be 
similar to us. This explains fads and fashions. Anyone read the 
late writer Stieg Larsson’s Millennium trilogy recently? 

This pack preference poses a significant danger for investors, 
as it often causes crowding into the same popular trades. And 
as more capital starts to chase the same opportunity set, the 
likelihood of asset bubbles, eventual big losses and potentially 
extended economic hardship, inevitably increases.

Investors should remember that groups do not encourage 
differences of opinion, and that what is popular (and therefore 
comfortable) is not always right. It is worthwhile remembering 
that, in matters of investing at least, we need to think 
for ourselves.

Benjamin Graham, the founder of value investing, presented us 
with a useful reality check in the form of his explanation of the 
psychology of investors through the idea of ‘Mr Market’. He 
explained that you should think of the daily price of assets as 
quoted on the stock exchange as a trading partner that knocks 
on your door every day with an offer to buy or sell shares. Each 
day he will offer different prices, sometimes a lot more than 
the shares are worth and other days a lot less. You don’t know 
what price Mr Market will offer tomorrow, but you do know that 
he will be back every day. The intelligent investor will patiently 

wait until the offer overvalues the shares before selling, and until 
Mr Market undervalues the shares before buying. The key insight 
of Graham’s parable is that you need to establish an independent 
opinion of value, rather than just mindlessly accepting the price 
set as an outcome of the actions taken by the herd.

Potential impact on investors Mitigation

Getting sucked into asset bubbles.

Doing what is popular rather than 
what is appropriate.

Invest according to a clearly 
defined plan, setting out 
appropriate objectives and a 
clear risk budget relevant to your 
situation. This plan should include 
asset allocation limits. Do not 
change these limits just because 
everybody else recently did well in 
a specific risky asset class such as 
real estate, emerging markets or 
construction shares.

Conclusion

While our emotions and nature may have a negative impact on 
the investment decisions we make, we would not have been 
human without them. The challenge is not to become something 
we are not, but to be aware of when we are susceptible to 
behavioural misjudgements, so that we can organise our affairs 
to minimise its impact. 

At Coronation we remain acutely aware of the potential 
cognitive errors that we are vulnerable to in the process of 
allocating your capital and are constantly focused on minimising 
the risk of falling prey to these traps. By the same token, investors 
should be aware that reacting to their intuitive preferences and 
gut-feel conclusions will often not lead to the best outcomes. 
And financial advisors should ensure that their financial planning 
and advice processes are consciously designed to address their 
clients’ inherent biases. If we are all aware of the potential 
pitfalls, it becomes a little easier for investors to achieve 
better outcomes.   
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Long-term 
investing
Conditioning our minds to resist temptation

by KarL LEINBErgEr

‘Someone is sitting in the shade today because someone 
planted a tree a long time ago.’ – Warren Buffett

In an industry that slices and dices investment philosophies 
between value and growth, we consider the defining feature of 
our investment philosophy to be its long time horizon. 

I have never met anyone in financial markets who would consider 
this to be a bad thing. And yet the short-term performance 
pressures that we all operate under are unrelenting. 
Performance surveys and industry awards generally emphasise 
performance over the preceding two to three years, and in 
our business we estimate that more than half of the flows into 
our unit trusts result from our performance in the preceding 
12 months. 

Asset prices inevitably reflect their near-term prospects. 
Investors that have the luxury of a long time horizon therefore 
have an enormous opportunity to profit from the mispricing 
that occurs when an asset’s near-term outlook diverges from 
its long-term prospects. This is something almost everyone will 
agree on. And yet, while we all agree with the theory, is it not 
remarkable how few genuine long-term investors there are out 
there in the world’s financial markets? Why is that so?

I think the answer is quite simply that we are all human. To stay 
the course as a long-term investor, one needs to fight deep 
human instincts that hold us back in the game of patience that 
is long-term investing.

Instant gratification

The ability to delay instant gratification is often quoted as one of 
the key evolutionary differences between mankind and the rest 
of the animal kingdom. It is also a quality absolutely essential 
for successful long-term investing. A fascinating experiment 
done by Stanford University in the 1960s drives this point home 

strongly. Several hundred young children were offered the choice 
of one marshmallow immediately or two if they could bear to wait 
15 minutes (for amusing stories of children fighting temptation 
go to www.newyorker.com/reporting/2009/05/18/090518fa_fact_
lehrer). Only 30% of the children made it through this early test 
of their ability to delay gratification. The really interesting part 
of the experiment, however, is the follow-up work done in later 
decades which showed that those children that were able at 
such a young age to delay gratification were the ones that were 
more successful academically, on the sports field and, more 
generally, in later life.

The power of context

In The Tipping Point, Malcolm Gladwell makes the point that 
while we think of ourselves in absolute terms we are, in fact, hard-
wired to think and behave in relative terms. We tend to think 
that our opinions and behaviour are defined by our personalities 
and our values, when in fact the truth is that we are much more 
influenced by our immediate surroundings than we like to think. 
He backs this assertion up with two interesting studies:

  The first is of an epidemic of child suicides that occurred on 
an island in the Pacific in the 1970s. The epidemic started 
off with a charismatic young child committing suicide after 
a relatively minor incident. Before the authorities knew what 
was happening, it had become ‘fashionable’ for children to 
commit suicide after even the most innocuous disagreement 
with a parent, a sibling or a teacher. It took a full decade 
before the island was able to break the stranglehold that 
suicide seemed to hold over its youth. 

  The second is an experiment done at Princeton University 
that tried to recreate the Good Samaritan parable from 
the Bible. Seminarians were split into two groups, with 
the first group being given plenty of time to cross the 
university campus to their next lecture. The second group 
was given the identical task except they were put under 

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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some pressure by being told that they were late for class. 
The reaction of the first group to a man lying in the road 
was as expected: most stopped to help and call for help. 
But the reaction of the second group was astonishing, with 
only 10% of the students stopping to help. This quote from 
the book sums up this phenomenon nicely: “the world – 
much as we want it to – does not accord with our intuition 
… we like to think of ourselves as autonomous and inner-
directed, that who we are and how we act is something 
permanently set by our genes and our temperament … [but] 
we are actually powerfully influenced by our surroundings … 
telling seminarians to hurry turned them into bad citizens. 
The suicide of a charismatic young Micronesian set off an 
epidemic of suicides that lasted a decade…”

These observations have powerful implications for us as 
investors. About 2 000 years ago Socrates said: “know thyself”. 
If one is to be successful as an investor, then we believe that one 
needs to understand why we behave as we do. If we don’t get 
this right, then we have no hope of conditioning our minds to 

resist the temptation to sell when the next piece of bad news 
hits or of avoiding the next bubble in for example construction 
shares or TMT shares.

All of us are susceptible to what Malcolm Gladwell describes 
in his book. An entire science, behavioural finance, has been 
spawned in an attempt to try and understand why emotion 
trumps reason time and again in the world’s financial markets. 
It is enormously difficult to stand back when prices are rising 
or to buy when prices are falling (instant gratification). The 
emotion and common wisdom of the day are almost always 
compelling (the power of context) – the problem is that they are 
almost always perfectly priced in by the market (as an efficient 
discounting machine).

As we all learn quite quickly, the theory of investing is easy. 
Putting it into practice in the real world, with all of its uncertainty, 
is a different ball game. We don’t believe you give yourself much 
chance of getting it right if you don’t cut out the short-term 
noise and take the long-term view.  

2007a
%

2008a
%

2009a
%

2010e
%

2011f
%

HCE 5.5 2.2 (2.0) 4.5 4.8
GCE 4.1 4.7 4.8 4.7 4.5
GFCF 14.0 14.1 (2.2) (3.1) 2.5
GDP 5.6 3.6 (1.7) 3.1 3.8
Current a/c % of GDP (7.4) (7.1) (4.0) (3.2) (5.0)
CPI 7.1 11.5 7.1 4.5 5.1
Prime rate (year-end) 14.5 15.0 10.5 9.0 10.0
R/$ year-end 6.83 9.92 7.48 6.81 7.75
R/EUR year-end 9.94 13.44 10.89 9.00 9.84

KEy ECoNoMIC daTa: HISTory aNd ForECaST

Economic group
Qtr 4 2010

%
YTD 2010

 %

All Share Index R 9.5 19.0
All Share Index $ 15.1 33.0
All Bond R 0.7 15.0
All Bond $ 5.9 28.5
Cash R 1.5 6.9
Resources Index R 16.5 12.3
Financial Index R (0.1) 16.6
Industrial Index R 7.8 27.4
MSCI World $ 9.1 12.3
S&P 500 $ 10.8 15.1
Nasdaq $ 10.6 14.2
MSCI Pacific $ 10.7 16.1
Dow Jones EURO Stoxx 50 $ 0.3 (9.1)

MarKET MovEMENTS

MarkeT daTa
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The next step
Some thoughts on what 2011 has in store

by CHaNTaL vaLENTINE

GDP data for the third quarter of 2010 came in at 3.2% year 
on year, showing that the South African economic recovery 
continued to gain traction. We anticipate GDP growth to have 
been 3.1% for the full year, and to rise closer to 4% this year.

The most striking outcome from the last set of GDP data has 
been the consumer recovery. Regular readers will know that we 
had been calling for this for a while, on the positive confluence 
of rising real wages, historically low interest rates, low inflation 
and a recovery in asset markets. Still, two consecutive quarters 
registering year-on-year growth of above 5% this early in the 
cycle was beyond our expectations (even factoring in a World 
Cup boost); and furthermore, momentum indicators imply that 
the good performance will continue for a while. Spending has 
been concentrated on goods (excluding services, it has actually 
now shown two consecutive quarters of growth above 7%), with 
durable goods in particular performing exceptionally well. This 
was to be expected as it is the most interest-rate sensitive sector, 
but again the growth rates actually registered were well beyond 
expectations – around 30% in both the second and third quarter 
of last year. We have revised our 2010 expectation for consumer 
spending up to 4.5%. To put this in context, our expectation of 
2.7% this time last year was considered very optimistic at the time! 

CoNSuMEr SPENdINg rECovErS (% y/y)
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Although 2011 should see some waning of a number of these 
factors – inflation is set to rise, undermining real income growth, 
and there is a possibility of interest rates rising closer to year-
end – in general the consumer environment remains supportive. 
As such, we expect consumer spending to grow by around 
4.8% this year. Bear in mind that from current growth rates as 
mentioned earlier, this represents some loss of momentum over 
the course of the year, but it is still a solid performance.

By contrast, fixed investment growth (as measured by gross 
fixed capital formation – GFCF) has been very weak over the 
past year, though there are tentative signs it has troughed. 
GFCF has shown year-on-year contraction for five consecutive 
quarters and 2010 looks to have been the second consecutive 
year of overall contraction in this number. Parastatals have 
been the main backbone for GFCF growth over the past few 
years, though there seems to have been a significant slowdown 
in 2010. Although this was probably still positive for the year, 
it was not enough to offset contraction in both government 
and private sector investment. Private sector GFCF tends 
to dominate overall investment performance; even though 
its share of investment has fallen over the past few years, it 
remains the most important contributor at around 62% of total 
GFCF. Thus, a recovery in overall GFCF requires that private 
sector investment rises too. Lower interest rates traditionally 
help here, and more signs of domestic recovery should help 
support business confidence, so we expect private investment 
to expand this year. However, recovery is likely to be modest and 
overall numbers from the public sector will probably not reach 
the heady heights of 2006 – 2008. We therefore expect relatively 
subdued GFCF growth of around 2.5% for 2011.

A solid growth performance and improvements in investment 
imply that import demand will remain strong (it has already 
picked up substantially). This will be reinforced by rand 
strength, which makes imports cheaper and thus supports 
import volumes. Export growth remains dependent on global 
economic conditions, where many analysts have been revising 

CHANtAl VAleNtiNe joined 
Coronation as economic and fixed 
interest strategist in 2003. With 
19 years’ experience in analysing 
local and global markets, she plays 
a critical role in the investment 
decision-making process.
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expectations higher. We are thus relatively positive on exports, 
but do not expect that improvement will be enough to offset 
the increase in import demand and thus expect that the trade 
balance will perform less well in 2011 than it did last year. Added 
to this, the third quarter of 2010 already showed a sharp turn 
for the worse in the services and income balance, and this is 
expected to worsen this year. Part of the reason is higher interest 
and dividend payments made to foreign owners of domestic 
securities, following large net purchases last year, and part is the 
expected worsening in the services balance as the strong rand 
also makes foreign tourism more attractive for South Africans. 
The latter effect may be somewhat offset by what appears 
to have been a successful public relations campaign by local 
tourism bodies in the wake of the World Cup publicity. However, 
overall we expect the net effect of the above factors to result in 
a widening of the current account deficit from just over 3% of 
GDP in 2010 to around 5%. 

CurrENT aCCouNT BrEaKdoWN (rbn)
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Unless capital inflows can be maintained at a very strong pace, 
this is likely to put pressure over the course of the year on what 
is widely considered an overvalued rand.

That, in turn, will have a negative effect on inflation. Already, we 
have begun to see indications that the positive effect of the rand 
is waning as the marginal rate of appreciation slows. In addition, 
more recently rand strength has not been able to offset higher 
commodity prices, particularly in oil and food. Food inflation was 
exceptionally low in 2010, averaging an estimated 1% last year. 
We expect food inflation will rise significantly in South Africa (in 
line with global trends), and this alone will probably be enough 

to see an upturn in inflation. Meanwhile, the petrol price has 
already risen 8% between September 2010 and January 2011 
and may yet rise further. We remain concerned about other 
factors including administered prices, and think we could see 
CPI closer to the upper than the lower end of the target range by 
the end of the year. Coupled with some rand weakness, that may 
well result in interest rates starting an up cycle late this year.  
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Bond outlook 
key performance drivers turning

by MarK LE roux

South African bonds produced a solid return of 15% for 2010 
as a whole. Although this was well ahead of other fixed-interest 
instruments (inflation linkers delivering 11% and cash delivering 
7%), they lagged equities which produced 19% (FTSE/JSE All 
Share Index) for the year.

Name
Dec

 2010
3

months
6

months
12

months

All Bond 1.73% 0.7% 8.9% 15.0%

GOVI 1.69% 0.8% 8.6% 14.6%

OTHI 1.96% 0.4% 10.0% 17.1%

Bonds 1-3 years 0.62% 1.8% 4.2% 8.8%

Bonds 3-7 years 1.24% 1.8% 6.4% 12.8%

Bonds 7-12 years 1.93% 0.9% 8.9% 16.0%

Bonds 12+ years 2.14% (0.6%) 11.2% 15.9%

Cash 0.49% 1.5% 3.2% 6.9%

Barclays/Absa Govt 
Inflation-Linked Bonds 0.34% 0.9% 5.6% 11.0%

Source: Deutsche Bank

The main factors underpinning the fall in yields, which drove 
the bond market performance in 2010, were declining domestic 
inflation, record low global yields, a strong rand and decisions 
by the Reserve Bank’s Monetary Policy Committee to cut the 
repo rate to levels last seen 30 years ago.
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Looking at the year ahead, we would like to briefly focus on the 
key factors we see driving the bond market.

Inflation

We believe inflation in South Africa has already turned and 
expect it to start rising towards the upper end of the target 
range during the course of the year as base effects reduce the 
positive currency impact and commodity price rises (particularly 
food and oil) outstrip the currency benefit we have so far 
received. Already the most recent two CPI inflation numbers 
came out worse than market expectations (even if the absolute 
level is still low at 3.6% in November). In addition, breakeven 
inflation derived from the shorter end of the inflation-linked 
curve (2013 and 2017) remains near the top end of the target 
range at over 5.7%.
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The rand and foreign inflows

While the rand has performed well and may continue to do so 
for a while, we believe the currency is overvalued at these levels. 
Adding to this, an improving South African growth outlook 
and higher income payments to foreign holders of domestic 
securities are likely to see the current account deteriorate. This 
will put pressure on the currency should capital inflows lose 
momentum.

We have seen foreigners turning less positive on South African 
bonds in the final quarter of 2010. While flows into emerging 
market bond funds slowed during this period, in general they 
did not turn negative. However, this was not the case in South 
Africa where foreigners sold a net R24 billion worth of bonds 
in the final three months of the year. This follows very strong 
buying in the first three quarters of 2010 (which had been largely 
in line with general emerging market flows). For the year as 
a whole, foreigners purchased a net R44.5 billion worth of bonds 
– a record inflow for a single year.

CHarT 3: NET ForEIgN PurCHaSES oF Sa BoNdS (rbn)
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US bond yields

Our view is that US growth is likely to gain further traction. 
In response, we expect US bond yields to rise over the year. 
Over the long term, this is an important driver of South African 
bond yields.

CHarT 4: Sa vS uS 10-yEar BoNd yIELdS

11.0

10.5

10.0

9.5

9.0

8.5

8.0

7.0

7.5

4.5

4.0

3.5

3.0

2.5

2.0

 SA (LHS)      US (RHS)
6 January 20106 January 20096 January 2008

Source: i-Net Bridge

Short rates

With inflation having reached a turning point, coupled with the 
improvement in the domestic economy and the risks posed 
by an overvalued currency, we do not believe there is further 
scope for cutting interest rates. In fact, should any further rate 
cuts materialise, we would take that as another negative for the 
longer-term inflation outlook. 

At this juncture, domestic bond yields remain relatively 
supported, while inflation remains low. However, over the next 
year we expect a combination of rising US bond yields and rising 
domestic inflation to put upward pressure on these yields.  
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Equity market 
update
Markets likely to remain volatile

by QuINToN IvaN

World equity markets rallied towards the end of 2010 with 
many US and European stocks trading close to their best 
levels prior to the collapse of Lehman Brothers in September 
2008. Notwithstanding this rally, the global economic recovery 
remains fragile as reflected by weak housing data and high 
unemployment in the US and sovereign debt concerns in 
Europe. This has prompted the US Federal Reserve to announce 
a second round of quantitative easing by which the central 
bank will inject $600 billion into financial markets through the 
purchase of US treasuries.

The sheer quantum of the monetary and fiscal stimulus 
employed to support growth has moved the world economy 
into uncharted territory. We are possibly living through the 
greatest financial experiment the world has known: if the 
stimulus is withdrawn prematurely, the world economy risks 
slipping back into recession and if it is in place for too long, 
the effect will be higher inflation which will compromise 
future economic growth. This uncertainty has caused investor 
behaviour to oscillate between high and low levels of risk 
appetite as capital scours the globe for yield. This has driven 
the prices of emerging market equities higher, bond yields 
lower and their currencies stronger.

The All Share Index is only 1.8% off its May 2008 peak. Although 
equities remain our preferred asset class for delivering inflation-
beating returns, we continue to take profits to maintain what we 
consider a neutral equity exposure. The past decade has been 
exceptional for South African investors. Local equities have 
significantly outperformed global equities with a rand return 
of 17.8% p.a. over the 10-year period, while developed market 
equities were flat. We believe that the story will be different over 
the next 10 years. Regulation 28 of the Pension Funds Act has 
recently been amended to align it with revisions to the Exchange 
Control Act. In terms of the revision, the maximum limit a fund 
may invest offshore has been raised from 20% to 25%. It is our 

view that global equities offer more value than local equities 
and we have taken advantage of this opportunity across our 
client portfolios and are close to the revised maximum limit.

The All Share Index returned 9.5% in the final quarter of 
2010. Resources led the market higher returning 16.5%, while 
industrials returned 7.8% and financials -0.1%. Despite the 
recent bounce, resources have only returned 2.9% over three 
years. We remain underweight resources although valuations 
have become more reasonable during the second half of 2010 
based on our assessment of mid-cycle earnings. Our preferred 
resource exposure remains Sasol given its long-life assets, low 
cost base and attractive valuation at 9 times our assessment of 
normal earnings. After the sell-off of diversified miners in the 
third quarter of 2010, we aggressively bought Anglo American. 
It has long-life, high quality assets and management have 
embarked on a significant cost-cutting initiative which will be 
supportive of future earnings growth. It trades on 13.5 times our 
assessment of normal earnings including production growth, 
and now comprises an 8.5% holding. We remain underweight 
gold and platinum producers. Although these companies would 
benefit were the rand to weaken, they do not offer a sufficient 
margin of safety to justify a significant holding.

Banks were flat for the quarter, marginally outperforming 
financials. We remain overweight banks and have added to our 
position during the quarter based on our view that valuations 
of the large, commercial banks are attractive at 10 times 1-year 
forward earnings and price-to-book ratios of 1.8 times. The 
investment case for Standard Bank, our largest commercial bank 
exposure, is profiled on p. 15.

The South African rand, like many other emerging market 
currencies, continues to strengthen on the back of significant 
capital inflows and traded at R6.92 to the dollar at the time 
of writing. It remains our view that the rand is overvalued 



corospondent / January 2011   15

and will have to weaken – the country is uncompetitive and 
is being de-industrialised at current levels. It is for this reason 
that approximately 58% of our client portfolios are invested in 
rand-hedge counters that are attractively valued and globally 
diversified. One such example is SABMiller. It is the second 
largest global brewer and has a robust, balanced business 
portfolio that is diversified across geographies and currencies. 
It offers investors one of the highest exposures to fast-growing, 
emerging markets in the global consumer staples universe, 
operating in markets such as Latin America, Asia and Africa. 
It has a proven track record of brand building, cost excellence 
and earnings delivery. SABMiller is one of the highest quality 
investments available to the South African investor and offers 
good value at 13.6 times our assessment of normal earnings and 
we have added to our holding during the quarter.

We sold the bulk of our retail exposure by the end of the year 
with the exception of Spar, Woolworths and Mr Price. These 
businesses have been exceptional performers since the end 
of the interest rate hike cycle in June 2008 and no longer 
offer compelling value based on our assessment of mid-cycle 
earnings. We continue to find value in selected small caps 
with many trading at around 6 times our assessment of normal 
earnings. Approximately a third of our client portfolios are now 
invested in shares outside the ALSI40.

In conclusion, markets are likely to remain volatile and testing 
for the foreseeable future. While we have no special insights 
into the future, our proven philosophy of investing for the long 
term will ensure that our funds are positioned to handle the 
curve balls the market will inevitably throw our way.  

Standard Bank
Still moving forward…

by godWILL CHaHWaHWa

It is not often that one gets the opportunity to invest in a great 
quality business at a fair price. Therefore, when one is presented 
with a great business trading at a discount to its underlying 
intrinsic value, the investment case becomes compelling. Such 
opportunities arise when tough near-term operating conditions 
mask the long-term fundamentals and earnings potential of 
a business in the minds of investors. Against the backdrop 
of a sharp fall-off in global trade as well as corporate and 
investment banking activity, we believe Standard Bank has fallen 
into this category of investment and now looks attractive to us 
over the long term.

In assessing the value of Standard Bank, the mid-cycle, 
sustainable earnings base (‘normal’ earnings) is more important 
to us than its current level of earnings. To arrive at our assessment 
of normal earnings, we adjust for both cyclical and structural 
factors which impact the current earnings. In Standard Bank’s 
case, we believe normal earnings to be meaningfully higher than 
current and near-term earnings. Hence, we are of the view that 
the intrinsic value of Standard Bank, as established on the basis 

of our assessment of normal earnings, offers an attractive return 
and adequate margin of safety.

The first cyclical issue currently depressing Standard Bank’s 
earnings base is the high bad debt charge carried in its income 
statement. Balance sheet provisions are also elevated in 
response to the increase in the non-performing (NPL) portion 
of its loan book which, at the interim reporting period to 
June 2010, sat at 6.25% of loans compared to its long-term 
average of 3%. This was a consequence of the strong growth in 
loans experienced in the three years prior to 2008, during which 
existing accounting standards meant that provisions could not 
be raised under benign credit conditions. Standard Bank has 
since been conservative in raising provisions against its NPL 
book and even went as far as to create additional provisions for 
any accounts undergoing debt counselling, or those accounts 
where restructuring has taken place.

goDWill CHAHWAHWA joined 
Coronation in 2003 as an equity 
analyst. He currently analyses financial 
services and media stocks. godwill 
co-manages the Coronation Preference 
Share, FiNDi and Financial funds.
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1 Net interest income margin = net interest income/interest earning assets

More recent data from the June 2010 results show that non-
performing loans have peaked and are starting to decline. To 
date, Standard Bank’s corporate book has experienced very low 
write-offs compared to provisions carried – another sign that 
current provisions should be more than adequate. The current 
bad debt charge is expected to normalise lower than current 
levels which will help drive up the sustainable earnings base for 
the group.

Standard Bank’s net interest (NII) margin1 is also at a depressed 
level when compared to our assessment of a normal, through-
the-cycle margin. This is significant given that net interest 
income contributes about 50% of the bank’s total revenues, and 
a small move in the margin would have a meaningful impact on 
earnings. This margin is made up of two components: 

  The asset spread; i.e. the difference between what is earned 
on the lending book less what is paid on the associated 
funding; and

  The endowment margin; i.e. the return earned on free funds 
on the bank’s balance sheet made up of low or no interest 
earning deposits and capital.

We believe that both these components are depressed and will 
normalise over time, but for different reasons.

Firstly, the asset spread for Standard Bank has over time been 
squeezed to uneconomical levels by various factors which 
impact the South African banking industry as a whole (e.g. the 
entry of mortgage originators). The poor returns on home loan 
and vehicle finance portfolios over the last two years highlighted 
that the bank, and industry as a whole, had pushed asset 
spreads too low to adequately account for the risks in these 
products. In response, Standard Bank has reduced both the 
commissions paid to mortgage originators as well as the interest 
rate concessions granted to customers for both home loans and 
vehicle finance in order to re-establish a margin that sufficiently 
compensates the bank for the risks taken. All new business is 
now being done at much wider margins and over time, as the 
old business rolls off and is replaced, asset margins and overall 
returns will expand.

The endowment margin is directly affected by the level of interest 
rates. With interest rates currently at multi-decade lows, this 
effect is potentially at its worst for Standard Bank. The bank went 
into the current down cycle completely unhedged, therefore its 
current earnings base has experienced the full negative effect of 
falling rates on the bank’s capital and free funds. Standard Bank 

also has high levels of surplus capital, which – while very positive 
for regulatory purposes – also amplifies the loss in endowment. 
While interest rates are likely to remain lower for longer, the 
cycle will eventually turn and rates will rise. As such, of the four 
big banks Standard Bank’s NII margin should show the greatest 
benefit from endowment.

One of Standard Bank’s differentiating factors is its African 
operations. Over time, the bank has established a banking 
network in Africa with a presence in 16 countries. With 
approximately 15% of the group’s capital committed to these 
operations which currently only contributes 8.5% of group 
earnings, it is clear that the investment is still to grow in terms 
of contribution and maturity over time. In terms of presence, 
Standard Bank is now very comparable with established 
competitors like Barclays and Standard Chartered on a 
continent where banking penetration remains in its infancy and 
the potential for long-term structural growth is still untapped.

Adding to the attraction of their presence in Africa is Standard 
Bank’s partnership with Industrial and Commercial Bank of 
China (ICBC), the biggest bank in the world. This relationship 
gives Standard Bank access to ICBC clients on the continent 
as well as the ICBC balance sheet when tendering for large 
projects. The slow start in dealflow from this co-operation clearly 
demonstrates that the opportunity in Africa will require patience 
and take time to realise fully. However, this will ultimately be 
a key differentiator for the investment case. It is an opportunity 
that we also seek to capture in assessing the normal earnings 
for Standard Bank.

While Africa has been a good investment, Standard Bank has 
struggled over the years to achieve acceptable returns from 
their Corporate and Investment Bank (CIB) operations outside 
Africa. This business has lacked scale and carried a high cost 
base in anticipation of trading volumes that did not materialise, 
thereby currently depressing earnings. A complete review of the 
operations is now underway, aimed at focusing on core profitable 
products, cutting the cost base and relocating the operations to 
cheaper jurisdictions which are less onerous from a regulatory 
perspective. What has been a weakness within the bank is now 
being turned into an opportunity to release surplus capital, 
improve returns and reduce the drag that these operations had 
on the sustainable earnings base of the overall group.

The recently announced decision by Standard Bank manage-
ment to implement cost cutting measures across the group 
is the correct one, we believe. Over the boom years, cost 
growth had outpaced revenue growth and in the current 
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International 
outlook
2010 – a year of conflicted and confused 
equity markets

by ToNy gIBSoN

Although 2010 finally produced a positive return for global 
equity markets, it was one of those years in which money 
managers had to work extremely hard to produce respectable 
alpha-generating returns. The period was characterised by 
contradictory moves in different asset classes, which made it 
difficult to ascertain what investment markets were signalling. 
An illustration of this was the sharp rise in the gold price at a time 
when bond yields were falling. In the end it proved to be a year 
in which a ‘buy and hold’ strategy was often the most successful. 
Managers who attempted to add value through active asset and 
sectoral allocation decisions were generally not well rewarded.

Macro-economic factors, such as elections, sovereign debt 
issues, unemployment and interest rates, dominated the 
attention of market participants and impacted share price 
movements far more than any bottom-up fundamental events. 
Investor conviction in owning shares for anything longer than 
a few months waned dramatically during 2010, reflecting the 

perceived lack of revenue and earnings visibility in the face of 
elevated economic uncertainty. With macro-economic factors 
driving the overall market, correlations among individual 
stocks remained high, making it difficult for fundamental value 
investors to pick winners from losers. According to a recent 
research study conducted by Barclays Capital, the proportion of 
stock returns explainable by stock-specific factors was close to 
zero in 2010 – one of the lowest in the past 60 years. Record use 
of index derivatives such as futures is clearly contributing to this 
correlation problem.

In 2010 it was primarily the momentum stocks with high 
valuations that performed best, while stocks with more 
compelling valuations and solid long-term fundamentals 
typically lagged. Many quantitatively driven and other 
technically orientated strategies have become an increasingly 
dominant share of market volumes, affecting stock prices in 
non-fundamental ways. Some money managers have gone so 
far as to state that even with the benefit of perfect foresight at 
the start of 2010 regarding how the fundamentals of companies 

tough economic environment this is the corrective action that 
a responsible, shareholder-friendly management team should 
take. The quantum and nature of the cost cutting demonstrates 
a commitment to defend shareholder value for the long term. 
We believe that this initiative simply takes out excess costs and 
does not cut into muscle and therefore should not impact long-
term growth and sustainability. 

Adjusting the earnings base for all these issues, Standard 
Bank trades between 8.5 and 9 times forward P/E, with the 
‘E’ representing what we believe is the underlying ‘normal’ 
earnings base. This is an undemanding rating for a business of 
this quality. What adds to our conviction is the belief that the 

business has strong franchise value which will allow them firstly 
to defend current earnings from potential competitors and 
secondly to grow into new markets and opportunities. 

What is this franchise value? Standard Bank has a strong, 
conservative management team, extensive physical presence in 
South Africa and in 16 other African countries, boasts a strong 
capital position (well in excess of new Basel requirements) and has 
a meaningful share of the primary corporate banking relationships 
in South Africa. For the investor prepared to look through near-
term cyclical issues and focus on the underlying franchise value 
as depicted by the earnings potential, we believe Standard Bank 
clearly stands out as a bank that is still moving forward…  
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within their investable universe would unfold, it remains unclear 
as to whether they would have been able to generate any alpha. 
The market was simply not driven by such factors.

Towards the end of 2010, investor fears were again on red alert, 
triggered by concerns over tighter monetary policy in China 
(as they attempt to reign in their real estate bubble) and fiscal 
and banking woes in Ireland. The ongoing sovereign debt crisis 
in parts of Europe has stirred an extreme level of fear among 
investors about the overall region. At Coronation, our opinion 
is that while we expect the economies of Portugal, Ireland, 
Greece, and Spain (PIGS) to go through a severe recession, we 
nonetheless expect a solid outcome for the rest of the European 
economy. It is important to note that the four troubled economies, 
PIGS, represent around 11% of the broader European GDP when 
including countries such as the UK, Switzerland and the Nordic 
region. The balance of the region is growing at a respectable 
level of between 1% and 3% at present. In aggregate, Europe is 
actually in sound fiscal condition and on many metrics healthier 
than the US and Japan – and certainly in better shape than most 
investors seem to currently appreciate. 

Turning to the outlook for the future, forecasts seem to be for 
an acceleration of global economic momentum into 2011, with 
expected GDP growth of 4% to 4.5%. This is based on a number 
of factors; the key ones being the expectation that:

  Large companies in the developed world are underinvested 
– free cash flows at record levels – and this trend will be 
unsustainable as economic recovery gains momentum.

  Unemployment in the US will recover moderately in response 
to companies that have cut back on labour too severely.

  Anaemic economic growth in the developed world will be 
more than compensated for in the demand created by the 
industrialisation of the developing world. Half of global GDP 
now comes from emerging markets which, attempts to slow 
Chinese growth aside, will continue to grow strongly.

  The net effect should continue to drive a corporate sector 
which, even in the West, is characterised by near record 
levels of profitability and balance sheets that have rarely 
been stronger.

  Quantitative easing is stimulatory as it lowers bond yields 
and thereby allows politicians to postpone fiscal tightening.

As investors we are forced to consider the investment alternatives 
currently available to us, and the pricing of those alternatives. 
On the one hand, in the US, fixed income funds have attracted 
cumulative inflows of over $700 billion between 2007 and 2010. 
As a result, 10-year bonds trade on a P/E equivalent of almost 
40 times. By comparison, equity funds have seen outflows of 
some $200 billion over this period and trade on respectable 
P/E multiples in the mid-teens. The logic among these investors 
is that they flock to the bond market as protection against 
deflation, which they believe will follow the poor decisions taken 
by the policy makers. These flows are staggering and suggest 
a large element of blinkered vision. Essentially this boils down 
to a standoff between the public sector’s fiscal deficits and the 
ability of private sector companies and individuals’ ability to 
offset these through robust cash flows.

As we see it, equities offer among the cheapest inflation hedges 
at a time when the Fed is aiming to push inflation up. Also, 
equities offer the best relative value compared to all other asset 
classes. The equity risk premium is around 7% at present, using 
consensus earnings forecasts, which compares to the long run 
average of around 4%. Within the equity universe, we believe 
that US multinationals are now among the cheapest equities 
on offer. They have typically been the liquid stocks that mutual 
fund managers have been selling to meet investor outflows. In 
addition, the very low interest rate environment has enhanced 
speculative activity – through mergers and acquisitions – which 
generally helps the performance of small-caps rather than 
large-caps. 

There is plenty of evidence to suggest that longer-term 
investors are fundamentally under exposed to equities. A recent 
interview with the management of a US insurance company 
revealed that their equity exposure is currently just 1% of 
their total investments, whereas before the financial crisis this 
number was consistently around 15%. It was also reported that 
they were selling the shares of companies such as Johnson & 
Johnson, Wal-Mart and Pfizer, which are representative of the 
high-quality US companies that are currently significantly under-
priced. Insurance companies have historically been the typical 
owners of these stable businesses. As inflation edges higher, as 
we expect, it is most likely that they will gradually become the 
marginal buyer again!  
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Chinese motor 
vehicle stocks 
A great way to benefit from promising 
Chinese consumption

by DAVID COOK and GAVIN JOUBERT

‘All that glitters is not gold. Often have you heard that told.’
– William Shakespeare, The Merchant of Venice

The case for strong growth in domestic consumption in China 
is well known. Consequently, most companies that stand to 
benefit from this predicted swell in consumption are priced for 
very strong growth (the Chinese supermarket retailers, selected 
clothing retailers, branded food companies and beer companies 
typically trade on 25 – 30 times earnings). Chinese car companies 
that are priced very reasonably at low double-digit multiples 
stand out as glaring exceptions to us, and we believe the right 
companies offer attractive returns at current prices.

The prospects for car sales in China are indeed very eye-catching. 
Even though China has overtaken the US as the country with the 
largest number of car sales in the world (a title that the US held 
for 100 years), there is still plenty of growth that lies ahead due to 
low per capita vehicle penetration and rising disposable income. 
Up to now, Tier 1 cities like Beijing and Shanghai (which in turn 
are still low compared to other countries) have been responsible 
for most of the increase in vehicle usage and – especially with 
the Chinese state’s desire to encourage domestic consumption 
– it can reasonably be expected that vehicle usage in Tier 2 
and 3 cities will grow strongly in the years ahead. An additional 
factor that will stimulate demand is the construction of a huge 
road network in China. If the economy started to falter, the 
country would most likely respond by accelerating infrastructure 
spending and car subsidies rather than cut spending in these 
areas – much in the same way that the US did with Roosevelt’s 
New Deal during the Great Depression, which led to a massive 
demand for cars. As the world slid into recession in 2008, this 
was exactly how the Chinese government reacted. As both the 
vehicle and road infrastructure industries are large employers it 
was important for China to support and stimulate employment.

The first graph below shows vehicle penetration in a range of 

countries, while the second graph shows the historical growth 

rate of vehicle sales in China, which has been well north of 20% 

per annum over the past several years. 
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The history of investment returns in car companies is littered 

with numerous successes and even more failures. The key 

reasons for failure seem to be companies that are insufficiently 
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capitalised to withstand a recession (the industry is very cyclical), 
an uncompetitive cost structure (most US and European car 
companies) and/or an inferior design, technology, quality 
and value proposition. The success stories are characterised 
by strong balance sheets, cost leadership and perhaps more 
importantly delivering a consistent quality product that is 
sufficiently desirable and is priced such that the consumer 
gets value for money and the company still makes a sufficient 
profit margin. 

With the above in mind, we have identified Great Wall Motor 
(Great Wall) and Guangzhou Automobile Group (GAC) as two 
leading domestic companies that we believe have a very high 
probability of being long-term winners in the Chinese motor 
vehicle industry. Our Coronation Global Emerging Markets 
Funds (rand and dollar) currently have some 6% invested in 
these two Chinese car companies.

Great Wall Motors – the little company that can

Great Wall was started by current CEO Wei Jian Jun (who owns 
38% of the company) as a small truck manufacturer in Hebei 
province in 1994. It has an impressive history and stands out in no 
small part due to its strong and entrepreneurial management. By 
1998, Great Wall had the number one selling pick-up in China, 
and has dominated the pick-up market for 12 consecutive years 
since then. The company started manufacturing SUVs (Sports 
Utility Vehicles, i.e. 4x4s) in 2002 and by 2007 led the SUV 
market with the number one selling SUV. Great Wall currently 
has a market share of 27% in the Chinese SUV market, and has 
further increased their lead from 2007. Recently the company 
has entered the very competitive sedan market. Initial reviews 
and sales of their sedans have been positive, and this coupled 
with their historical success in pick-ups and SUVs bodes well for 
their future in this market. Sedan sales only began in earnest in 
late 2010, and should be a fine boost to earnings and sales as 
capacity utilisation of the new plants increase.

Great Wall has further differentiated itself from other Chinese 
car makers in that it is achieving success as an exporter of 
a domestic Chinese brand with 15% of 2009 sales coming from 
exports to 70 countries. This is evidence of their superior quality 
relative to other domestic brands. Great Wall is also the only 
domestic brand to offer a four-year warranty on their product 
compared with competitors who offer warranties of three years 
or less.

The business has a strong balance sheet with approximately 
20% of its market capitalisation in net cash (or close equivalents) 
and should be able to withstand fairly tough economic 
circumstances. In spite of high growth (and the investment 
required to facilitate this growth), return on equity over the past 
seven years (since listing) has averaged an impressive 17%. This 
indicates that the company did not chase after growth at the 
expense of shareholder returns. Diluted earnings per share have 
grown at an impressive compounded rate of 27.8% over the past 
10 years and 14.8% over the past five years, lagging sales growth 
of about 26% CAGR. This is in large part due to the continual 
investment and time taken to reach capacity in new vehicle 
lines. We believe the company should be able to maintain sales 
and earnings growth of more than 18% p.a. for at least the next 
five years, and on a conservative forecast 2011 P/E multiple of 
10.9 (8.8 excluding cash) and dividend yield of 2.4% we believe 
the company is attractively valued and offers a very good risk/
reward proposition.

Guangzhou automobile Group – world-class 
brands and technology

GAC differs to Great Wall in many ways, which is part of the 
reason we have chosen it to complement our Great Wall holding 
in our portfolios. GAC is a state-controlled (Chinese government) 
company, and as such lacks some of the entrepreneurial flair 
that Great Wall has so deftly demonstrated. But what it lacks 
in incentivised management, it makes up for in brand and 
technology excellence in having world-class partners in the form 
of Honda and Toyota. It also has a different sales composition 
to Great Wall. Whereas Great Wall’s sales are mostly made up of 
SUVs and pick-ups (and their sedan division will focus on small 
low-end cars), the majority of GAC’s sales are in the larger mid 
to high-end segments.

GAC is the sixth-largest auto producer in China. It mainly 
produces and sells passenger vehicles through its GAC 
Toyota joint venture (JV) and Guangqi Honda JV. Government 
regulations restrict foreign automobile companies to a 50% 
holding in operating subsidiaries. Furthermore, they are only 
allowed two such JV agreements/partners with the result 
that the large multinational car companies split their vehicle 
models between two JV partners. The local JV partner on the 
other hand can have as many global car company partners 
as they like, as well as manufacture their own brand/s. GAC 
for example has a relationship with Toyota and Honda as 
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mentioned above, but also have JV relationships with Fiat, 
Mitsubishi and Hino as well as their own domestic brands 
(GAC, Everus and Changfeng). For now more than 60% of their 
sales are from the Toyota Camry and Highlander as well as the 
Honda Accord and Odyssey models.

Like Great Wall, GAC has a very strong balance sheet with 
25% of its current market capitalisation in net cash and cash 
equivalents and should be able to weather pretty severe 
economic circumstances. Sales should also be strong and 
comfortably above the expected industry growth rate of 16% 
CAGR over the next five years. We expect profits to slightly lag 
sales growth over the period due to the expiration of tax breaks 
and the current high capacity utilisation. On an expected 2011 
P/E multiple of 10.5 (7.8 excluding cash) and a dividend yield of 
about 2.5% we believe this investment offers significant margin 
of safety and should provide handsome returns.

The recent difficulties experienced by American and European 
manufacturers (in large part a result of their manufacturing cost 
disadvantages, but particularly for the American companies also 
a result of quality and design inferiority) has tarnished the whole 
industry with poor investment ratings – in many cases poorer 
than the famously cyclical nature of the industry would imply. It is 
in circumstances like these that the patient investor can identify 
value in order to generate gainful long-term returns. 

Manufacturers in China have a production cost advantage 
over their Western counterparts, and as Chinese automobile 
manufacturers improve their quality and technology they are 

most likely set to make inroads on the large multinationals in the 
same way that Japanese and Korean manufacturers did in past 
decades. In both Great Wall and GAC we believe we have found 
market-leading companies, operating in a high growth industry, 
and who have the balance sheet strength to weather and benefit 
from the cyclical nature of the industry – gold by another name, 
and importantly, at a price that does not glitter.  

gAViN JouBert heads up the 
Coronation global emerging markets 
team and has 13 years’ investment 
experience. He has managed a 
wide range of South African equity 
and balanced portfolios over the 
past several years before moving to 
focus on global emerging markets.

DAViD CooK is a member of the 
emerging markets research team 
responsible for analysing consumer 
and industrial stocks.
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Coronation World 
Equity Fund of 
Funds
an update from the manager 

by ToNy gIBSoN

As we move into 2011, you will by now be aware of our well 
communicated promotion of the merits of international 
investing. We are strongly of the opinion that high quality 
international equities offer attractive value over the medium 
term. This is both on an absolute basis – when viewed in the 
context of their abysmal returns of the past 10 years, and on 
a relative basis – when compared to the buoyant returns enjoyed 
by investors in the South African equity market. As an illustration 
of this, for the 10 years ended 2010, the South African equity 
market returned an annualised 18.1%, whereas the MSCI World 
Index (in rand) returned a paltry 1.5% p.a. As an overlay to this 
view, it is also our belief that the rand is unsustainably high, and 
that it will depreciate sharply at some point over the medium 
term. We do, however, acknowledge that the timing of this 
forecast is notoriously difficult to finesse.

A cynic might well observe that this opinion is hardly original at 
present, as it is shared by a number of our investment company 
competitors in South Africa. That said; when analysing the 
inflows into the local unit trust industry, there is little evidence 
to suggest that this is a consensual view. On the contrary, the 
overwhelming majority of inflows continue to be channelled into 
the domestic equity and balanced unit trust funds. 

With the introduction as context, we thought it appropriate 
to provide an update on our international equity funds of 
funds. We currently manage in the region of US$1.2 billion of 
client assets in our three equity funds of funds. Two of these 
funds are domiciled offshore – in Ireland and Cayman – while 
the third is domiciled in South Africa. The offshore domiciled 
funds are aimed at investors with access to US dollar capital, 
while the South African-domiciled fund is suitable for investors 
wishing to use rand-denominated capital to access international 
equity investments.

Across the three funds we have allocated capital to 14 different 
equity managers, some with regional mandates, and others with 
global mandates. In all cases, we have selected managers who 
are as close as possible – in terms of investment philosophy and 
practice – to the way we select equities within the Coronation 
investment team. In essence, we will only allocate our clients’ 
capital to managers who meet the following overriding 
characteristics:

  They are valuation driven – applying fundamental bottom-
up stock picking with a long (five-year) time horizon.

  They focus on modelling earnings and free cash flows going 
out five years, calculating fair values and buying shares 
trading well below fair value.

  We avoid managers who are momentum traders, index 
huggers or macro top-down managers.

  We essentially allocate capital to individuals of such 
quality as would make us proud to employ them within our 
Coronation investment team.

As mentioned above, the Coronation World Equity Fund of 
Funds is domiciled in South Africa. Due to this fund falling 
under the very onerous regulations insisted on by the South 
African Financial Services Board (FSB), it has in the past proven 
extremely difficult for us at Coronation to source managers who 
are both talented, but at the same time meet the FSB’s criteria. 
This has, at times, proven to be rather frustrating.

Looking into 2011 we are, however, confident that the current 
structure of the fund is the best that it has ever been and it now 
comprises a collection of world-class managers who fully meet 
our selection criteria as highlighted above. In recent months, 
two factors have changed which have enabled us to structure 
the fund more favourably. These are:

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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  A number of managers – who met our criteria but did not 
offer products fully in compliance with FSB requirements – 
have helped us by either adapting their funds, or creating 
new ones, so as to qualify for inclusion into our fund 
of funds.

  The Coronation international investment committee has 
taken the decision to run the fund on a more concentrated 
basis than our other funds of funds. The logic behind 
this decision is that, given the relatively small universe of 
talented and qualifying managers, where we hold high 
conviction views on a manager we should take them up to 
the full permissible weighting of 20%.

The net result is that the Coronation World Equity Fund of 
Funds presently comprises eight managers, with the top three 
representing 50% of the portfolio. Below we have detailed the 
current fund structure: showing the manager, the percentage 
allocation, and the annualised alpha generated by the 
underlying managers since their inception dates. 

Manager Allocation
%

Geographic 
region 

Annualised 
alpha since 
inception

Contrarius Global Fund 20% Global 31.5%

Cantillon Global Fund 20% Global 6.7%

Vulcan Value Partners US Fund 11% USA 6.5%

Adelphi European Fund* 10% Europe 3.7%

Edinburgh Partners European 
Fund 10% Europe 5.4%

Veritas Asian Fund 9% Asia 3.5%

Coronation Global Emerging 
Markets Fund 10% Global EM 7.2%

Morant Wright Japan Fund 8% Japan 5.8%

* Adelphi position added in January 2011

Focusing on the annualised alpha numbers against the managers’ 
benchmarks, all are excellent. History (and performance surveys) 
shows that managers who consistently generate alpha of 2% 
p.a. would place the manager in the top 10% of their investment 
universe of competitors. By definition, each of the managers 
selected by Coronation makes up a highly successful fund.

In summary, we believe that investors should seriously consider 
the following points.

  If you believe in Coronation’s current outlook regarding 
the relative and absolute attractions of international equity 
markets – do you have adequate exposure to international 
equities?

  Do you believe that Coronation’s investment philosophy and 
equity selection criteria are well considered and effective? 
If so, this fund is fully consistent with the Coronation 
philosophy.

  Coronation World Equity is a concentrated fund of funds, 
with exposure to a small number of highly skilled and 
successful equity managers.  
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Personal 
investments 
update

Fund name change

The name of our rand-denominated lower risk global balanced 
fund will change from the Coronation Latitude [ZAR] Fund to 
the Coronation Global Capital Plus [ZAR] Fund with effect from 
1 February 2011. This is in response to client feedback that the 
previous name was too ambiguous and did not reflect the fund’s 
dual objectives of achieving a reasonable dollar rate of return 
in the medium term, while aiming to preserve dollar capital in 
the near term. As the fund’s objectives are similar to our well-
established rand-oriented Capital Plus Fund, we decided to use 
this name as inspiration. It also aligns the name of the rand fund 
with its dollar-denominated sister fund, the Coronation Global 
Capital Plus Fund.

Fee changes

We aim to follow a fee philosophy where the fee structures 
applicable to our funds strike an acceptable balance between 
fair treatment of our clients and a reasonable payment for our 
services, are relatively easy to interpret and remain relevant 
given changes in market conditions. We have recently reviewed 
our fee structures taking these principles into account and have 
decided to make changes to the fees applicable to certain 
funds. None of the fee changes relate to our domestic flagship 
funds. Unless otherwise indicated, fee changes will be effective 
from 1 May 2011.

Fee reductions

Interest paid on short-term deposits, currently less than 6% p.a., 
is at the lowest level since we launched the Coronation Money 
Market Fund. In fact, policy rates are at the lowest level in more 
than 30 years, making it likely that rates will remain lower than 
what we have experienced over the past decade. As a result, 
we reduced the management fee on our Money Market Fund 
to 0.25% p.a., effective from 1 September 2010. This change is 
consistent with the reduction in the fee charged on our flagship 

income fund, Strategic Income, which was reduced to 0.85% 
towards the end of 2009.

Performance fee caps applied to the Optimum Growth Fund, 
World Equity [ZAR] Fund of Funds and Global Emerging Markets 
Flexible Fund will be reduced by 0.50%, and that applicable to 
the Coronation Absolute Fund by 0.75%. These changes will 
ensure that we apply a consistent total fee cap to all our growth-
oriented portfolios that charge a performance fee.

Changes to fee structures

We have decided to align the fee structures applicable to 
our international funds, to ensure that we charge consistent 
fees across our fund range in general and for both rand-
denominated and dollar-denominated portfolios specifically. 
This alignment will typically result in lower base fees and higher 
performance fee participation rates, as we believe that making 
a larger portion of our revenue contingent on exceeding your 
expectations better align our interests with yours.

The base fee applicable to the rand and dollar versions of our 
international funds will be standardised at 1.35%. Performance 
fee structures on these funds will also be aligned. As a result, 
participation rates will increase in the case of Global Capital 
Plus, Global Managed and Global Emerging Markets Flexible. 
The table below reflects the impact on the affected funds.

Fund

Base fee Participation rate

Old New Old New

Global Capital Plus 
(rand and dollar funds) 1.50 1.35 10% 15%

Global Managed [ZAR] 1.35 1.35 15% 20%

Global Managed [USD] 1.50 1.35 15% 20%

World Equity [ZAR] 1.40 1.35 10% 10%

Global Opportunities 
Equity [USD] 1.50 1.35 10% 10%

Global Emerging Markets 
Flexible [ZAR] 1.50 1.35 15% 20%

Performance fees will in future be capped at 1.5% in the case 
of Global Capital Plus (rand and dollar funds) and 1.65% in the 
case of all other funds. Existing performance fee hurdle rates, 
discount triggers and discount levels will remain the same.

To conclude the international fee alignment, a new unit class 
of the Global Emerging Markets [USD] Fund, with a similar fee 
structure to the Global Emerging Markets Flexible [ZAR] Fund, 
will be launched.
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We are also aligning the fees charged between the A and B 
classes of certain funds. A classes are the standard unit class 
for all investors dealing with us directly, while the affected B 
classes are used by specific platform distribution partners only 
as we collect additional fees in these classes on their behalf. 
These changes, affecting certain B-class investors only, relate 
to a decrease in base fees and small changes to the level of 
discount granted in the case of underperformance.

A more detailed communication confirming these fee changes 
have been sent to affected investors. 

Further relaxation of exchange controls

National Treasury announced during December of last year 
that the prudential investment limits applicable to international 
investments held by retirement funds have been relaxed with 
immediate effect. The previous foreign exposure limit of 20% 
was increased to 25%. In line with our often communicated 
view that global equities currently offer better opportunities 
than local equities, we have already started to implement this 
increase in our prudentially-compliant funds, including Balanced 
Plus and Capital Plus.  

If there are any further questions with regards to these or any other issues, please do not hesitate to contact us on 0800 22 11 77 or 
clientservice@coronation.co.za.
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Top 20
FTSE/JSE Top 40 Index

A focused portfolio of our top stock picks on the JSE. Invested in 
15–20 shares selected from the 50 largest companies listed on the 
JSE, compared to the 40–60 shares held by the average equity 
fund. This concentration means that investors must have a longer 
time horizon.

99.2%	/	0.8% Oct 2000 23.9%
16.7%

1st 18.4%
14.6%

1st 17.4%
20.9%

Outperformed the equity market by more than 
5% p.a. (after fees) over the past decade with 
less than market-level risk.

Balanced plus
Composite benchmark  
(equities, bonds and cash)

Best investment view across all asset classes. Ideal for pre-retirement 
savers as it is managed in line with the investment restrictions that 
apply to pension funds.

67.6% / 32.4% Apr 1996 16.8%
14.4%

1st 14.0%
13.2%

1st 11.2%
12.0%

Produced a total return 23% greater than 
its average competitor since launch. No. 1 
balanced fund in South Africa over 5 years to 
end December 2010.
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Capital plus
Inflation

Focused on providing a growing regular income. The fund has a 
higher risk budget than the typical income-and-growth fund, making 
it ideal for investors in retirement seeking to draw an income from 
their capital over an extended period of time.

50.6% / 49.4% Jul 2001 15.2%
6.2%

1st 12.0%
6.7%

1st 7.2% Outperformed inflation by 9% p.a. (after fees) 
since launch, while producing positive returns 
over 12 months more than 90% of the time.

Balanced Defensive
Inflation

A lower risk alternative to Capital Plus for investors requiring a 
growing regular income. The fund holds less growth assets and more 
income assets than Capital Plus and has a risk-budget that is in line 
with the typical income-and-growth portfolio.

33.8% / 66.2% Feb 2007 9.9%
7.2%

1st – – – Outperformed inflation by 3% p.a. (after fees) 
since launch, while producing positive returns 
over 12 months 100% of the time. No. 1 
conservative fund in South Africa over 3 years 
to end December 2010.
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Strategic Income
Cash

Conservative asset allocation across the yielding asset classes. Ideal 
for investors looking for an intelligent alternative to cash or bank 
deposits over periods from 12 to 36 months.

3.7% / 96.3% Jul 2001 11.7%
9.2%

1st 9.5%
8.7%

1st 2.5% Outperformed cash by on average 2.5% p.a. 
(after fees) since launch.

  growth   Income
1. growth versus income assets as at 31 December 2010. growth assets defined as equities, listed property and commodities.

Figures are quoted from morningstar as at 31 December 2010 for a lump sum investment and are calculated on a Nav – Nav basis with income distributions reinvested.
more fund information available on our website www.coronation.com.

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.

Risk	versus	return

Long-term growth (equity only) Coronation Top 20
17.4%

18.4%

14.0%

12.0%

9.5%

New fund

11.2%

2.5%

7.2%

Coronation Balanced Plus

Coronation Capital Plus

Coronation Balanced Defensive

Coronation Strategic Income

Long-term growth (multi-asset)

Income and growth (multi-asset)

Income (multi-asset)
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5-year annualised return and risk quoted as at 31 December 2010. Figures quoted in ZAR after all income reinvested and all costs deducted.

Growth of R100 000 invested in our domestic flagship funds on 1 July 2001

Value of R100 000 invested in Coronation’s domestic flagship funds since inception of the Coronation Capital Plus Fund on 1 July 2001 as at 31 December 2010. All income 
reinvested for funds; FTSE/JSE All Share Index is on a total return basis. Balanced Defensive is excluded as it was only launched on 2 February 2007.

Sources: Morningstar and I-Net Bridge
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global Emerging Markets Flexible [ZaR] 
Global Emerging Markets [USD]
MSCI Emerging Markets Index

Our top stock picks from companies providing exposure to 
emerging markets. The US Dollar fund remains fully invested 
in equities at all times, while the rand fund will reduce equity 
exposure when we struggle to find value.

87.5% / 12.5% Dec 2007
May 2008

4.1%

0.0%

1st Both the dollar and rand funds have 
outperformed the MSCI Emerging Markets 
Index since launch by 4.9% p.a. and 
4.1% p.a. respectively.

World Equity [ZaR] FoF
Global Opportunites Equity [USD]
MSCI World Index

A focused portfolio of the best global equity managers. We will 
typically invest with 6-10 managers who share our valuation-based 
and long-term oriented investment philosophy. The fund can invest 
in all equity markets around the world, and is actively managed 
across geographies and currencies.

91.9% / 8.1% Aug 1997
May 2000

6.4%

4.2%

1st Both the dollar and rand funds have 
outperformed the MSCI World Index 
since launch, by 4.6% p.a. and 2.4% p.a. 
respectively. Both funds performed better 
than 90% of global equity funds over the 
past decade according to the Morningstar 
and Lipper fund performance surveys.
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T) global Managed [ZaR]

Global Managed [USD]
Composite (equities and bonds)

A global balanced fund reflecting our best long-term global 
investment view for investors seeking to evaluate outcomes in 
hard currency terms. Will invest in different asset classes and 
geographies, with a bias towards growth assets in general and 
equities in particular.

75.1% / 24.9% Oct 2009
March 2010

11.7%

11.0%

1st Produced a dollar return of 11.7% p.a. 
since launch in 2009, which is comfortably 
ahead of its composite equities-and-bonds 
benchmark.  
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O

N global Capital plus [ZaR]
Global Capital Plus [USD]
Global cash (50% USD and 50% EUR)

A low-risk global balanced fund reflecting our best long-term 
global investment view moderated for investors with smaller risk 
budgets. While still focused on earning an attractive rate of return 
over time, the fund is managed to minimise the risk of losing 
capital over any 12-month period (measured in dollar). 

41.7% / 58.3% Sep 2008
Feb 2009

14.3%

2.5%

2nd Produced a dollar return of 14.3% p.a. 
since launch in 2008, comprehensively 
beating its cash benchmark.

  growth   Income

1. Rand and dollar-denominated fund names are included for reference. 
2. growth versus income assets as at 31 December 2010. growth assets defined as equities, listed property and commodities.
3. Returns quoted in USD for the oldest fund.

Figures are quoted from morningstar as at 31 December 2010 for a lump sum investment and are calculated on a Nav – Nav basis with income distributions reinvested.
more fund information available on our website www.coronation.com.

InTERnaTIOnal FunD RangE

Expected	risk	versus	return

Risk

Preservation
Coronation Global Capital Plus [ZAR] Fund
Coronation Global Capital Plus [USD] Fund

Long-term growth (multi-asset) Coronation Global Managed [ZAR] Fund
Coronation Global Managed [USD] Fund

Long-term growth (equity only)
Coronation World Equity [ZAR] FoF
Coronation Global Opportunities 
Equity [USD] 

Coronation GEM [ZAR]
Coronation GEM (USD)

R
et

ur
n

Expected return and risk positioning for both rand and dollar-denominated funds after all income reinvested and all costs deducted.

Source: Morningstar

haVE YOu COnSIDERED EXTERnalISIng 
RanDS? IT’S EaSIER Than YOu MIghT ThInK.

The	SARB	allows	each	adult	South	African	citizen	to	
invest	up	to	R4m	per	year	in	foreign	assets.	This	is	
an	attractive	option	for	investors	seeking	to	further	
diversify	their	investment	holdings.	This	process	is	
as	easy	as:

1   Obtain approval from SARS by completing 
the appropriate form available via eFiling or 
your local tax office. Approvals are valid for 
12 months and relatively easy to obtain if you 
are a tax payer in good standing.

2   Pick the mandate that is appropriate to your 
needs from the range of funds listed here. 
You may find the fund selection journey or 
comparison tool on our website helpful, or you  
may want to consult your financial advisor if you 
need advice.

3   Complete the relevant application forms 
and do a swift transfer to our us dollar 
subscription account. Your banker can assist 
with the forex transaction, while you can 
phone us on 0800 22 11 77 at any time if you 
are uncertain.

MSCI World Index

World Equity [ZAR] FoF

332

382

432

232

282

132

182

82

482

R333 245

Growth of R100 000 invested in our international funds on 1 August 1997

Value of R100 000 invested in Coronation’s rand-denominated international funds since inception of the Coronation World Equity [ZAR] Fund of Funds on 1 August 1997 
as at 31 December 2010. All income reinvested for funds; MSCI World Index is on a total return basis. Global Capital Plus [ZAR], Global Emerging Markets Flexible [ZAR] 
and Global Managed [ZAR] are excluded as they do not have meaningful track records.   
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MSCI World Index: R248 261

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.
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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

30.0%

25.0%

20.0%

15.0%

10.0%

5.0%

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 28.36% 23.07% 5.29%

2007 33.77% 29.52% 4.26%

2008 23.35% 19.28% 4.07%

2009 22.21% 19.77% 2.44%

2010 18.55% 15.12% 3.42%

ANNuAlISED TO 31 DECEMBER 2010

1 year 25.8% 20.9% 5.0%

3 years 12.4% 7.1% 5.2%

5 years 18.5% 15.1% 3.4%

10 years 20.9% 16.9% 4.1%

Since inception in October 1993 annualised 19.3% 15.7% 3.6%

Average outperformance per 5-year return 3.52%

Number of 5-year periods outperformed  13.00 

Number of 5-year periods underperformed –

CoroNaTIoN HouSEvIEW EQuITy* rETurNS vS. EQuITy BENCHMarK

An investment of R100 000 in Coronation Houseview Equity on 1 October 1993 
would have grown to r2 110 839 by 31 December 2010. By comparison, the 
returns generated by the Equity Benchmark over the same period would have 
grown a similar investment to r1 241 510.

*  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.

CuMuLaTIvE PErForMaNCE

 Coronation Houseview Equity      Equity Benchmark
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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 16.00% 7.90% 8.10%

2001 14.38% 7.41% 6.97%

2002 10.73% 8.04% 2.69%

2003 14.68% 7.33% 7.35%

2004 13.82% 6.68% 7.14%

2005 20.53% 5.85% 14.68%

2006 22.43% 5.54% 16.89%

2007 25.35% 5.17% 20.18%

2008 19.28% 6.41% 12.87%

2009 17.60% 6.82% 10.77%

2010 13.97% 6.71% 7.26%

aNNuaLISEd To 31 DECEMBER 2010 CoroNaTIoN BaLaNCEd PLuS avEragE
CoMPETITor aLPHa

1 year 15.4% 10.7% 4.8%

3 years 9.2% 5.4% 3.8%

5 years 14.0% 10.0% 4.0%

10 years 17.2% 13.9% 3.3%

Since inception in April 1996 annualised 16.8% 13.7% 3.1%

Average 5-year real return  10.45%

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

 Coronation Balanced Plus      CPI

aNNuaLISEd rETurNS SINCE INCEPTIoN

 
 

 
 1 year 3 years 5 years 10 years Since inception 

annualised

16.0%

18.0%

20.0%
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8.0%

2.0%

4.0%

0.0%

An investment of R100 000 in Coronation Balanced Plus on 30 April 1996 
would have grown to r977 835 by 31 December 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 r657 068.

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

CuMuLaTIvE PErForMaNCE

 Coronation Balanced Plus      Domestic AA Pru Var Eqt Mean      CPI
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Coronation Asset Management (Pty) Ltd is an authorised financial services provider. Unit trusts are generally medium to long-term investments. The value of units may go up as well as down. Past performance is not 
necessarily an indication of the future. Unit trusts are traded at ruling prices and can engage in borrowing and scrip lending. Fluctuations or movements in exchange rates may cause the value of underlying international 
investments to go up or down. Fund valuations take place at approximately 15H00 each business day and forward pricing is used. Performance is measured on NAV prices with income distribution reinvested. Performance 
figures are quoted after deduction of all costs incurred within the fund. All figures are as at end December 2010. Source: Morningstar. Coronation is a full member of the Association of Savings & Investments SA (ASISA).

MEET THE FUTURE YOU.

HE SAYS, “WISE MOVE FOR INVESTING 
OFFSHORE WITH CORONATION.”

MEET THE FUTURE YOU.

HE SAYS, “WISE MOVE FOR INVESTING 
OFFSHORE WITH CORONATION.”

Global markets offer the long-term investor attractive wealth creating opportunities. Over the years, Coronation has 
established a range of top performing international funds designed to meet your varying needs. Access our best 
investment view across global markets by investing in the Coronation Global Managed Fund or the lower risk Global 
Capital Plus Fund. You can invest in rands or dollars by contacting your financial advisor or calling us on 0800 22 11 77.
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