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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
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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.

It has been an unusually ‘eventful’ quarter during which we 

witnessed unrest and civil war in North Africa, West Africa and 

the Middle East; a devastating natural disaster and nuclear 

scare in Japan, and the ongoing sovereign debt crisis in 

Europe’s periphery. While markets have been volatile, most 

asset classes recovered strongly towards the end of March. 

Throughout this issue, we talk more about how these events 

do not fundamentally alter the long-term attractiveness of 

selected global equities.

Closer to home we also witnessed the most profound national 

budget speech in a decade, when Minister Pravin Gordhan 

announced a sweeping review of the way in which investment 

activity is taxed in South Africa. While many of the proposals 

and/or announced areas of review are still in the early 

stages, making it unproductive to speculate on the eventual 

outcomes, it should be noted that every single aspect of tax 

policy relating to the deployment of capital – from the way in 

which financial instruments such as derivatives are taxed to 

the approach adopted for treating the tax liabilities of policy-

holders – is up for review.

A few significant changes have been introduced already. The 

first relates to the way dividends are taxed (from April 2012), 

coupled with stricter anti-avoidance measures to prevent 

arrangements aimed at turning taxable interest income into 

tax-free dividend income (expected in the final quarter of 

2011). The move from STC to dividend tax will not have any 

immediate material impact on investors. Companies declaring 

dividends will in most cases pass on the savings achieved by 

the removal of the obligation to pay tax in their name, neatly 

offsetting the new liability placed on individual shareholders. 

Its most interesting feature is that it aligns tax on dividends 

Notes from my 
inbox
by Pieter KoeKemoer

more closely with tax on capital gains, as both are now levied 

on the shareholder, and at the same effective rate of 10% in the 

case of individuals. 

The attack on ‘dividend manufacturing’ was not unexpected 

due to the ballooning size of assets invested in these 

arrangements – reaching more than R50 billion at peak in the 

unit trust industry alone. We take comfort from the fact that 

we have no exposure to these schemes in any of our client 

portfolios, and have also received confirmation from Treasury 

that listed preference shares – an asset class in which we have 

invested – is not included in the ambit of their review.

Another relevant tax change is the introduction of an annual cap 

on contributions to retirement funds*, effective from the 2013 

tax-year. The initial cap level, set at R200 000, means that all tax-

payers earning more than R888 889 per year will lose at least 

some of their current tax benefits associated with retirement 

saving. As retirement wrappers also provide other attractive 

benefits – all assets held in a retirement fund will still not attract 

tax on investment income nor on capital gains for example – the 

next 12 months before the caps take effect present an important 

planning period for affected investors.

Treasury also introduced a comprehensive review of financial 

sector regulation, primarily with a view to better protecting 

consumers and making the system safer through improving the 

management of systemic risks. This will broadly lead to positive 

outcomes for investors as it will harmonise rules between 

different types of investment product and enhance disclosure 

standards across the industry.  

*  Includes pension fund and/or provident fund arrangements offered by employers and 
individual pension plans such as retirement annuities.
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The first quarter of 2011 was marked by two major unpredictable 

events: a spate of popular uprisings in North Africa and the 

Middle East and the massive earthquake and tsunami that hit 

Japan. When unpredictable events of this magnitude occur it 

impacts the global economy and investment markets. 

It started in Tunisia

In the case of the uprisings taking place in North Africa and the 

Middle East the major impact on the global economy is through 

spikes in the oil price. The turmoil started in Tunisia, and quickly 

spread to Egypt, then on to oil-producing countries including 

Libya, with a sharp rise in the oil price as a result.

What is going to be crucial worldwide is how long the oil price 

will stay high. If it is merely a spike and prices are back around 

$70 to $80 a barrel then the normal cycle, which is currently 

a slow economic recovery, will continue. If, however, oil stays at 

current levels ($120 per barrel at the time of writing) it will hinder 

the recovery and put more upward pressure on prices.

The reaction of the various monetary authorities may well be 

quite different. In the US the Federal Reserve has in the past 

treated a spike in the oil price as having the same impact on the 

consumer as a tax. It leaves the consumer with less money in his 

pocket. They have therefore tended to keep interest rates low 

during such times. On the other hand the more inflation-target 

oriented central banks look at the impact of higher fuel prices 

on inflation and use it as a reason to hike interest rates. In early 

April the European Central Bank did act on the inflation fears 

and raised rates by 25 basis points.

We do not try to guess how long the oil price will stay around 

current levels, but as our clients well know, our investment 

approach aims to price assets at normal mid-cycle levels. The oil 

price is currently above our view of normal and we therefore 

expect it to recede. The upheaval in the oil-producing nations 

will come to an end. These countries are extremely dependent 

on producing and selling oil and any disruption to supply is 

likely to be temporary. In many cases, changes in regimes from 

long running dictatorships in favour of more open inclusive 

governments will occur. But in others the process could include 

a civil war and even external military intervention, as is the case 

in Libya. 

The Japan earthquake and tsunami

The natural disaster that hit Japan will also impact the global 

economy, but it is a far more localised problem. The immediate 

impact is a large loss of production within Japan as factories 

have either been damaged or in many cases totally destroyed. 

It will undoubtedly have a negative impact on Japan’s gross 

domestic product for a number of quarters. 

Over the medium term, however, the Japanese state has 

no choice but to spend and deploy as many resources as 

possible to cleaning up the disaster area and start the process 

of rebuilding. Roads, bridges, railroads, ports, factories, 

power plants, and of course thousands of homes will need 

to be rebuilt. This process will in time be favourable for 

many construction firms, cement producers, employment of 

engineers and others. 

Popular 
uprisings and a 
natural disaster
How do we invest in a world of nasty 
surprises?

by Charles de KoCK

Charles De KoCK is a senior 
portfolio manager with more than 
20 years’ investment experience. 
He plays a leadership role in the 
asset allocation process and is 
responsible for the management 
of a number of client portfolios. 
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Investment implications

Investors are often faced with surprises. No-one could have 

foreseen the occurrence of these events. Yet, it is our task 

as professional asset managers to build portfolios in such 

a way that they can withstand tsunamis, wars, urban terror or 

other disasters. 

Diversification is the key. A well diversified portfolio has the 

ability to withstand all kinds of events. And here we speak 

of diversification of geographies, industries, currencies and 

asset classes. In our global funds we have exposure to Japan, 

which is after all the third largest economy in the world. In the 

Coronation World Equity Fund of Funds the exposure was 

limited to 13.8%, and in the Coronation Balanced Plus Fund, 

where total global exposure is at maximum 25% of total fund, 

the direct exposure to Japan was just 1.3%.

The Nikkei at one point had declined by almost 20% following 

the disaster, and other markets also retreated, but well 

diversified portfolios were protected as exposure to any one 

country or industry is limited. The major sell-off in Japanese 

assets was in fact a good opportunity for us to add to our 

investments in Japan at cheaper prices.

In the case of the surging oil price, many consumer businesses 

will suffer due to higher transportation costs – but we also own 

companies such as Sasol and BHP Billiton that will reap some 

benefit from the higher oil price. Again, the point is that in 

a well diversified portfolio, exposure to different businesses 

offers protection against unforeseen events.   

mArkeT dATA

2007a
%

2008a
%

2009a
%

2010a
%

2011f
%

HCE 5.5 2.2 (2.0) 4.4 4.8
GCE 4.1 4.7 4.8 4.6 4.5
GFCF 14.0 14.1 (2.2) (3.7) 2.5
GDP 5.6 3.6 (1.7) 2.8 3.7
Current a/c % of GDP (7.4) (7.1) (4.1) (2.8) (4.6)

CPI 7.1 11.5 7.1 4.3 4.9
Prime rate (year-end) 14.5 15.0 10.5 9.0 10.5

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 1 2011

%
2010

 %

All Share Index R 1.1 19.0
All Share Index $ (0.9) 33.0
All Bond R (1.6) 15.0
All Bond $ (3.5) 28.5
Cash R 1.4 6.9
Resources Index R 2.8 12.3
Financial Index R 0.7 16.6
Industrial Index R (0.3) 27.4
MSCI World $ 4.9 12.3
S&P 500 $ 5.9 15.1
Nasdaq $ 3.6 14.2
MSCI Pacific $ (2.0) 16.1
Dow Jones EURO Stoxx 50 $ 10.5 (9.1)

MArkEt MovEMENts
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I am surprised each time I come across people who simply 

cannot afford to retire at age 65 (and older), and are forced to 

keep working or are left with small amounts of capital that afford 

them very little dignity in retirement.

In today’s world of instant global communications, the web 

and the fast pace of change, we have become a consumer 

generation where instant gratification is a way of life. It is no 

wonder then, that most of us spend little time thinking of our 

future, or what will happen when we retire. The possibility of 

getting old is one that we are simply not prepared to entertain 

– not even for a second.

Couple these points with the recent financial crisis and the 

erosion of confidence in the financial system and it is little 

wonder that the savings culture in most economies has been on 

a steep decline in recent years.

The pension and savings landscape in South Africa

In days gone by, most employment took place in the formal 

sector. Job turnover was low and most people stayed with the 

same company for most of their careers. The standard pension 

fund at the time was ‘defined benefit’ – i.e. there was a value 

at retirement, determined using a formula of final salary and 

number of years employed. For many this provided a formal 

level of saving and a value at retirement that took cognisance 

of earnings and inflation. But even then it wasn’t always enough.

Today, South Africa does not yet have compulsory preservation 

(i.e. everyone is not required by law to contribute a portion of 

their salary to a retirement fund or savings vehicle), nor mandatory 

saving. This means that many people do not even consider 

saving for retirement until late into their 40s. Further, virtually 

all remaining retirement funds within the formal sector are no 

longer ‘defined benefit’ in nature, but ‘defined contribution’. This 

means that there is no pre-determined benefit at retirement and 

the employee has the option to cash in his/her investment should 

there be a change in employment. Regrettably, most people 

choose this option, using the cash to finance a host of possibilities 

with little thought for his/her needs into retirement.

Historic returns allow for complacency

Domestic markets have delivered outstanding returns over the 

last decade as seen in the table below. 

1 year 3 years 5 years 10 years

All Share 19.0% 6.5% 15.2% 18.1%

All Bond 15.0% 10.0% 7.9% 11.7%

SA Listed Property 29.6% 12.2% 18.1% 25.1%

AF Money Market 6.9% 9.4% 9.2% 9.7%

MSCI (ZAR) 0.5% (5.2)% 4.0% 1.5%

CPI 3.5% 6.4% 6.8% 5.8%

To end December 2010, figures annualised 

For most it is normal human behaviour to forecast future returns 

based on these long-term numbers, believing that if they save 

large amounts closer to retirement, the great returns from the 

market will bail them out. This is very dangerous. It makes the key 

assumption that the trends and drivers that supported returns 

historically remain in place and will continue contributing to 

growth in the same way. We do not believe this to be true. High 

historic returns in South Africa were a function of a structural 

change in inflation, resulting in lower interest rates, declining 

tax rates, the utilisation of underused capacity and productivity 

gains. All of which provided support to both the equity and 

bond markets.

it’s never too 
early
Saving for retirement

by KirshNi totaram

Kirshni totaram heads up 
the institutional business and 
is a member of the executive 
committee. She is a qualified 
actuary and a former manager 
of the Coronation Property 
Equity Fund.
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It’s about time in the markets

At Coronation we do not believe it is possible to time markets, 

but rather it is time in the markets that pays dividends.

The chart below shows the powerful effect of compounding over 

long periods of time. Person 1 is an individual who contributes 

R100 per month every month from age 21 to 31. At 31 he elects 

to stop but leaves the money in the equity market (defined as 

the FTSE/JSE All Share Index). The end value is calculated when 

he turns age 65. Person 2 also contributes R100 per month, but 

from the age 31 to 65 (i.e. 34 years). This money is also invested 

in the same equity market over the full duration.

tHE PowEr oF CoMPouNdING
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Rm

R10 765 677

R2 745 065

Source: Coronation

The really scary number is that the end value for person 1 is 

3 times higher than that of person 2, despite only contributing 

for 10 years. This is a clear illustration of the powerful effect of 

starting to save early – and if one does, the required amount is 

less than what one would need if one started to save at age 40 

with a retirement age of 65. 

For person 2 to achieve the same end value as person 1, he 

needs to invest approximately R3 100 per month. An amount 

that becomes even more onerous if the markets return less in 

the next few decades (than they have in the past) as we forecast.

Let us take the example one step further and look at the 

effect of investing with a good manager, where the aim is to 

outperform the market over the same long-term period. In the 

example, we have shown the value an investor would have if 

they had invested R1 000 in the FTSE/JSE All Share Index in 

September 1993 versus the Coronation Houseview Equity Fund. 

Once again, one can see that the investor would have an end 

value that is 38.5% higher than that of the index from being 

invested with a manager that added alpha of 2.2% p.a. over the 

duration of the period.

 Coronation Houseview Equity      FTSE/JSE All Share Index
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Going forward we are concerned about returns

We have repeatedly written about our growing concern over 

future inflation rates globally. We believe that the current 

and previous decade of artificially low interest rates (and the 

corresponding credit bubble) will result in higher inflation over 

the long term. We are also concerned about the returns one 

can expect from asset classes going forward. Our forecasts are 

muted compared to historic returns for the following reasons:

  We do not believe that South Africa is competitive 

from a global perspective – we need to increase our 

productivity and efficiency. Unfortunately labour costs 

are a large element of this and any reduction under the 

current environment is unlikely, making us solely reliant on 

productivity gains. 
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  From the following graph, it is clear to see that labour 

productivity growth in South Africa versus the rest of the 

world over the last decade has been extremely poor.

LABour ProduCtIvIty GrowtH, 1990 – 2008

100% 120%80%60%40%20%0%

Mexico
South Africa

Russia
Brazil

Australia
United States

Czech Republic
Nigeria

Argentina
Chile

Turkey
Hungary

Indonesia
Malaysia

Korea

Poland
India

China*

Percentage growth

* China’s labour productivity growth was 305% over this period

Source: International Labour Organisation 

  Fiscal policy is no longer prudent. Government has 
signalled its intention to spend more and run larger deficits. 
Higher spending not paid through higher taxes needs to 
be funded through net new issuance of government bonds 
and money market instruments. As a result, government 
expects to borrow more than R150 billion a year from the 

bond and money markets over the next three years.

  Government’s resultant larger share of the economy and 

increases in prices administered by government and its 

associated parastatals will contribute to crowding out the 

private sector through higher taxes and municipal rates, 

higher electricity and water costs, toll roads, etc.

The table below shows expected returns from each of the asset 

classes over the next decade. All are low by historic standards.

CoronATIon 10-yeAr foreCAST 

Growth assets

Local equity 9-11%

Global equity 13-15%

Property 8.5-9.5%

Income assets

Bonds 8.5-9%

Cash 7.5-8.5%

Inflation 6%(+?)

Source: Coronation Fund Managers research and I-Net Bridge 

Faced with this reality there are two options – start saving early 

or save more to compensate for the effect of lower returns. For 

most there simply is not enough available cash to save the extra 

that is needed. Thus, the best option is to start saving early.   

In summary:

  Start investing for your retirement early – use the current 

tax advantage of saving in a retirement fund or retirement 

annuity – it really is an efficient way to save.

  If you start later – you need a higher allocation.

  Choose the right product – to have a decent standard of 

living in retirement you need to earn returns of at least 

inflation plus 5% p.a. over 20 years. Hence, it’s necessary 

to assume some risk in the markets over this time (i.e. 

equity exposure).

  Choose a good manager and stick with them. The 

compounded effect of consistent delivery of long-term 

market outperformance is material to your investment 

value at retirement.

  If you have started late, top-up with additional amounts 

on a consistent basis (while the tax incentive remains).

  If and when you change jobs, keep your retirement savings 

in some form of preservation fund. Do not be tempted to 

take the cash to spend on short-term needs.

  If you are fortunate enough, top-up your pension savings 

with additional contributions to a long-term unit trust with 

a good manager. Do not chop and change – save for the 

long term.
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The quarter was dominated by a series of crises globally, 

which hit the world on every front: economic, political and 

natural disaster. The European debt crisis remained a key 

worry, with further attempts to help the Euro periphery still not 

fundamentally addressing the sustainability of debt in these 

countries. Politics dominated the Middle East and Africa, from 

Cote d’Ivoire’s disputed election and subsequent slide into 

violence to the uprisings seen in a number of MENA countries, 

including Tunisia, Egypt, Libya, Yemen and Bahrain. Natural 

disasters were not long out of the headlines, with severe 

floods in Australia, the earthquake in New Zealand and then 

the devastating earthquake and subsequent tsunami that 

hit Japan, leading both to terrible loss of life and property as 

well as a nuclear crisis. Already on an upward trend, food and 

energy prices were sent higher by some of these developments. 

Fortunately, the global growth backdrop had been steadily 

strengthening, providing some resilience against the sentiment 

and real impacts of the above events.

In particular, global manufacturing has been very strong – 

a classic ‘V’ shape recovery has been in evidence here, and this 

has been broadbased across both developed and emerging 

markets. Manufacturing has lost a little momentum recently, 

but that is hardly surprising given the strength of the rebound 

(see adjacent chart). This has clearly supported growth and 

jobs, and has been a particular boon for manufacturing-centric 

economies; for example, German growth and jobs have 

performed beyond expectations due to the performance of its 

manufacturing sector.

oECd INdustrIAL ProduCtIoN (% y/y)

15

10

5

0

-5

-10

-15

-20

Ja
n-

95

Ja
n-

97

Ja
n-

99

Ja
n-

01

Ja
n-

03

Ja
n-

06

Ja
n-

08

Ja
n-

96

Ja
n-

98

Ja
n-

00

Ja
n-

02

Ja
n-

04

Ja
n-

10

N
ov

-1
0

Ja
n-

05

Ja
n-

07

Ja
n-

09

Source: I-Net Bridge

The flip side of this, however, has been continued strong demand 

for industrial commodities, as well as the manufacturing sector 

reaching capacity constraints before other sectors. Both these 

factors have added to global price pressures.

This positive global growth momentum acted as a significant 

support for South African exports, with the result that South 

Africa recorded a sizeable trade surplus (R28 billion) in 2010. 

This limited the current account deficit to 2.8% of GDP last year 

(from 4.1% in 2009 and 5% – 7% in the preceding three years). In 

the final quarter of 2010 in particular, the current account deficit 

was a very narrow 0.6% of GDP. While there was much jubilation 

a series of 
unfortunate 
events
But the more durable worry this year 
is inflation

by ChaNtal ValeNtiNe

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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around this number, our take was somewhat different. Yes, the 

deficit was the lowest since the third quarter of 2003, but it was 

also the first time since then that the deficit was not fully funded 

by capital inflows. A deficit is only ’small’ if it is easy to fund. There 

seems to be a significant level of complacency about a wider 

current account deficit this year, with the general perception 

seeming to be that (say) 4% – 5% of GDP is not a problem. But 

our expectation of 4.6% equates to around R135 billion. That 

is a large amount of money if funding is not forthcoming, and 

we thus remain concerned about rand vulnerability as the 

year progresses.

Apart from a few short-lived bouts of weakness, the rand has 

remained very resilient so far, which has helped dampen some 

of the effect of global inflation pressures on the domestic 

inflation rate (which so far remains below 4%, but seems to 

have clearly turned upwards). However, even despite the rand’s 

strength it is undeniable that global pressures are starting to 

make themselves felt. The most immediate and clear impact 

comes from fuel prices, where the April petrol price hike (also 

including other levies/taxes) will see the retail price of petrol 

23% higher than its recent low in September 2010. Food price 

inflation, while still low at consumer level, has clearly turned up 

sharply and recent PPI data indicate more to come. 

The SARB so far is indicating the ‘usual’ response to commodity 

price shocks: that it will not respond to first-round effects, but will 

wait to see if there are second-round effects before responding. 

While this is a textbook response, it is one that worries us. 

To begin with, food prices (more so than petrol) usually do 

have second-round effects, because of the importance of food 

in low-income earners’ spending baskets, and therefore there 

is a consequential impact on wage negotiations. Secondly, 

because wage negotiations are already high relative to consumer 

inflation – it is still early in the wage season but settlements so 

far seem to be coming in at double or higher than latest CPI 

numbers. And last, but definitely not least, we are worried 

that we are beginning from a point where we have very easy 

monetary policy, which makes it easier for second-round effects 

to take hold. On the SARB’s own inflation forecast, the (forward) 

real repo rate is slightly negative at the moment – a situation we 

simply do not believe is justified against a background of near 

4% growth rates, and where inflation pressures are building. 

The SARB’s approach currently seems to echo that of the 

Federal Reserve (whereas the European Central Bank is taking 

a much tougher line on inflation). And as in the US, breakeven 

inflation rates (inflation expectations derived from the bond 

market) have been rising, presumably as investors worry about 

inflation outcomes in light of continued easy policy. In South 

Africa, most breakeven inflation rates are above the upper 

bound of the 3% – 6% target range. Our own expectation is that 

inflation will breach the upper end of the target later this year, 

that second-round effects will become more obvious, and that 

the SARB will start raising rates before year-end – most likely, in 

the third quarter.   



corospondent / April 2011 11

The bond market experienced conflicting effects from the many 

crises that impacted the globe over the past quarter. On the 

one hand bonds benefitted from a safe haven bid, but on the 

other, inflation fears intensified driven by already-tight food and 

oil markets.

SA bonds continued to follow the lead of US Treasuries. Both 

benefitted from a safe haven bid and large purchases by the 

Bank of Japan as it intervened in foreign exchange markets to 

try to prevent the yen strengthening following the earthquake. 

Treasuries (and SA bonds) had weakened significantly in late 

2010 and during the first quarter of this year, but the flight-to-

safety has put a lid on weakness for now. 

We continue to see upward pressure on inflation globally 

as a result of higher food and fuel prices, and these are now 

beginning to feed into South African inflation in a more concrete 

way as detailed in the preceding article. 

On the fiscal front, a somewhat better than expected revenue 

number for 2010/11 led to a provisional downward adjustment 

in the budget deficit to 5% of GDP (from an estimate of 5.3% 

at the time of the budget in February). This is, however, still 

a large number and bond supply into the market will also remain 

relatively high. 

We thus remain concerned about bond yields from both inflation 

and supply factors. (History has shown that supply tends to 

impact more as it happens rather than for it to be discounted 

in advance.) These domestic concerns are further deepened by 

an expectation that US bond yields will continue to rise over the 

course of the year as growth and inflation expectations continue 

to strengthen, concerns over the US fiscus grow, and as the 

eventual end of quantitative easing and the zero interest rate 

policy draw nearer. Pressure on US bond yields will likely see 

global yields rising, including South Africa.

In conclusion, we retain an underweight relative to benchmark 

modified duration in the fixed interest portfolios and continue 

to hold inflation-linked bonds.   

Bond outlook
Inflation and supply factors

by marK le roux

marK le roux is responsible 
for the fixed interest investment 
process and portfolio 
management functions for both 
institutional and retail portfolios. 
Mark has 20 years’ experience in 
managing both traditional and 
alternative portfolios.
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The global events of the past quarter are likely to see the US 

Federal Reserve keep interest rates lower for longer. The 

combination of accommodative global monetary and fiscal 

policy together with rising food and oil prices is likely to lead to 

higher inflation. In this scenario, equities remain our preferred 

asset class for producing inflation-beating returns. We continue 

to find more value in global equities and are close to the 

maximum offshore limit.

The FTSE/JSE All Share Index returned 1.1% for the quarter, 

masking significant intra-quarter volatility. Resources continued to 

lead the market higher returning 2.8%, while industrials returned 

-0.3% and financials 0.7%. We remain underweight resources 

with the view that the upside to long-term valuations, based on 

mid-cycle earnings, is not attractive enough to justify a higher 

weighting. Our preferred resource exposure remains Sasol given 

its long-life assets, low-cost base and attractive valuation at 10 

times our assessment of normal earnings. We remain underweight 

gold and platinum producers given our concerns over declining 

grades and significant cost pressures faced by these businesses. 

During the quarter we added to our holding in Mondi Limited, 

an integrated global paper and packaging company with 

operations based primarily in Europe and Africa. Mondi enjoys 

a leading market and cost position in many of the segments in 

which it operates. Earnings are currently depressed and should 

recover strongly with the global economy. Approximately 60% of 

revenue is exposed to faster growing emerging markets, and with 

its low-cost producer status has remained profitable when the 

majority of the industry was either lossmaking or breaking even. 

Management is very return focused and extremely shareholder 

friendly. Mondi offers good value, trading at 9.6 times our 

assessment of normal earnings in euros.

Banks returned 1.1% for the quarter, marginally outperforming 

other financials. We remain overweight banks and have added 

equity market 
update
A challenging market environment

by QuiNtoN iVaN

to our position during the quarter. Valuations of the large 

commercial banks remain attractive at 10 times 1-year forward 

earnings and price-to-book ratios of 1.8 times.

We remain concerned over the strength of the rand and 

underlying inflationary pressures faced by the real economy 

(labour, electricity, property rates and taxes). These concerns 

were reinforced during the quarter by a disappointing budget 

speech. Expected budget deficits for the upcoming fiscal years 

were revised higher, which means funding is likely to remain 

high when compared to prior years. While supply was relatively 

well-absorbed last year, this was on the back of strong foreign 

buying. It is doubtful whether this will continue into the future. 

The likely outcome is higher bond yields and a weaker currency. 

It is for this reason that approximately 59% of our client portfolios 

are invested in rand-hedge counters that are attractively valued 

and globally diversified.

Inflation remains a threat to the South African economy. 

We believe the market is underestimating the extent of food 

inflation and pass-through into second-round effects, especially 

in the current low interest rate environment and continued 

high wage settlements (without commensurate productivity 

gains). Given these pressures, we continue to favour defensive 

businesses that are undervalued and enjoy pricing power such 

as Naspers, SABMiller, Famous Brands, AVI and the Spar Group. 

We continue to find value in selected small caps with many 

trading at around six times our assessment of normal earnings. 

Approximately a third of our client portfolios are now invested 

in shares outside the FTSE/JSE ALSI40.

In conclusion, markets remain challenging. In an environment 

fraught with uncertainty, we remain resolute to our proven 

investment philosophy of investing for the long term. We 

believe this is the best way to add value for our clients.   

Quinton iVan joined 
Coronation in April 2005 as 
an equity analyst. He currently 
analyses retail, construction and 
pharmaceutical stocks. Quinton 
co-manages the Coronation 
Equity, Balanced Plus and 
Industrial funds as well as the 
Houseview portfolios.
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In our investment parlance, a ‘grave dancer’ is one who invests 

in bombed-out and broken companies, in the expectation that 

they will recover. This particular form of value investing comes 

with obvious risk. By the time an out-of-favour company is 

offered cheaply, its prospects are typically dire. Reversion to 

the mean is a great concept in theory, but in the real world, 

challenged companies can fail and lose the investor’s capital 

altogether. The art of grave dancing involves side-stepping the 

broken bottles so that you don’t cut your feet. Given that we 

manage other people’s money, the risk of capital loss must be 

weighed carefully against potential return.

This article is about the contract mining industry, and our 

increased interest in it. Coronation’s involvement with contract 

mining started in mid-2008 when the former leasing division of 

Imperial listed as Eqstra Ltd. Prior to the listing, in 2007, Imperial 

had acquired MCC, a contract mining business, and injected 

it into this division. We were familiar and comfortable with the 

stable leasing businesses, and were able to satisfy ourselves that 

the newly acquired business had exciting prospects. We became 

enthusiastic investors in Eqstra, and its biggest institutional 

investor. The investment regrettably did not go smoothly: we 

negotiated various disappointments and supported a rights 

issue. At the time of writing, however, Eqstra’s earnings recovery 

is firmly under way and its prospects look good.

In any challenged investment case, the first step is a thorough re-

examination of the fundamentals. Our research typically includes 

contact with customers, competitors and suppliers. The initial 

work on Eqstra and later follow-ups thus led us to a broader 

understanding and a high level of conviction on the fundamentals 

of the industry. It also led us to the existence of investment 

opportunities in the competitors Buildmax and Sentula. And so 

we came to own not only one, but all three of them. This is a 

useful illustration of the investment process in action, and how 

we distinguish between cycles or mean reversion, and structural 

changes. But first we should explain what these companies do, 

and how they make their money.

Contract mining, as we discuss it here, is the business of digging 

topsoil, waste material and mineral-bearing ore (or coal) from 

open-cast mines. Typically the contract miner gets paid by 

cubic metre of material delivered to the desired spot, as agreed 

with the mine owner. The agreed rate encompasses the entire 

cost of buying and financing the equipment, and providing 

staff to operate, service and maintain it. At the end of the job, 

the contract miner sells the equipment for its own account, or 

moves it to another mine. The equipment is expensive, making 

the business capital intensive. It is also typically financed by 

debt, bringing financial risk into the equation. The business can 

be subject to the vagaries of rain in the pit, labour disruption 

and contract cancellation when commodity prices drop or the 

mine runs out. It can be a volatile and tough business, but if 

well managed, it can be rewarding with high margins and 

good returns on capital. Over the years the industry has had its 

cycles, but the business model has proved its worth and there 

is a place for it. Outsourcing is in fact increasing, making this a 

growth industry.

Why outsource? This is the first question one would ask. The 

answer is paradoxically that most mines don’t. Long-life mines 

with stable ore bodies typically belong to first-tier mining 

companies with sufficient expertise and capital to undertake 

the ownership and operation of the equipment themselves. 

However, there are many (and increasing) instances where 

outsourcing makes sense. Contract mining provides flexibility. 

Grave dancing
How ‘bout a little bit, a little bit of moonlight dancin’ 

underneath the starry sky? 

How ‘bout a little bit, a little bit of moonlight dancin’?

Just the moon and you and I.

Mmm, just the moon and you and I.

– Bette midler, from the album “some People’s lives”, 

song written by Diane Warren 

by dirK Kotzé
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and portfolio manager. Among the 
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If you produce a commodity with a volatile price, you may want 

to start up when prices are high and switch off when they fall. 

Particular ore bodies may have only a three or four year life; 

hence you’ll end up with the resale risk on the equipment if 

you do it yourself. If you are a junior mining company, your 

balance sheet may not be sufficient to buy a fleet of mining 

equipment, or you may not have the in-house expertise to 

undertake the mining activity yourself. It may also be that you 

need big equipment for the first phase of mining and smaller 

equipment once the pit gets deeper. All these needs can 

be professionally met by the contract miner. The contractor, 

working say 10 different pits rather than just one, can optimise 

equipment usage more easily.

But easy it isn’t. Practically the entire industry, whether listed 

or not, ran into serious financial trouble in 2009 and 2010. 

Eqstra, Sentula and Buildmax had to be recapitalised by rights 

issues. However, worse than merely a bad cycle, this downturn 

revealed serious problems with the business model of contract 

mining companies, and with its competitive dynamics and 

pricing power. To explain this we need to make a few sweeping 

generalisations, in the interest of simplicity. For many years, 

the contractors were family-owned companies, servicing their 

powerful corporate customers well, but in a somewhat unequal 

relationship. Implicit in the deal was flexibility: the contractors 

worked when the mine owners had work for them, and when 

there wasn’t any, went to work elsewhere. There was no 

question of kicking up a fuss or holding the mining company 

to a contract: you simply had to retain their goodwill or risk not 

getting the job next time.

While the world was growing, this worked well enough. Used 

mining equipment could easily be sold, and their proceeds 

would lay off the outstanding bank loans. But a sure thing 

attracts many entrants and contract mining rates started drifting 

downwards. Existing players defended their market shares 

by cutting prices, eagerly pushed by the mining customers. 

Eventually rates no longer reflected the economics of the service 

and did not leave sufficient margin for replacing machines when 

they aged. Having created a perfectly competitive supplier 

base, the mining companies sat back in satisfaction. When the 

financial crisis struck, they shut their pits and blithely sent the 

contractors home, leaving them to face the consequences. But 

the cracks in the business model were revealed. The market 

for used equipment dried up, making it impossible for cash-

strapped contractors to sell their surplus equipment. In trouble 

with the banks, they now had to raise capital from a position of 

weakness. And providers of fresh capital wanted assurances that 

their money would be repaid. 

And so the cycle kicked upwards. The mining companies found 

that having viable contractors is actually in their interest. They now 

appreciated that no-one would spend a couple of hundred million 

without a proper contract with water-tight cancellation clauses. 

Higher rates were negotiated across the industry. Inefficient 

practices were washed out of the system, and management 

changes happened at almost every contracting company. 

Perhaps most important of all, supplier and customer sat down 

together and worked out a system where each would assume 

those risks appropriate to them, risks that they could manage 

more effectively. Contract terms, formerly skewed towards the 

customer, returned to a mid-point. It took a major crisis, but the 

industry emerged with much improved fundamentals.

Our work on a troubled investment helped us to understand that 

all the changes in this niche industry were not merely cyclical, 

but some were structural. The conviction that the industry would 

be improved, gave us the confidence to retain our investment 

in Eqstra, underwrite a rights issue in Buildmax and establish a 

new investment in Sentula; all at a time of extreme negativity 

regarding their prospects. We think that all three shares are 

cheap and offer large margins of safety. Their share prices have 

started to recover, but there is still a long way to go. Little bit of 

moonlight dancin’, anyone?   
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Coronation offers a wide range of funds to meet the full spectrum 

of investor needs, from an immediate income requirement 

through to long-term capital growth. Our flagship immediate 

income fund is the Coronation Strategic Income Fund designed 

as an intelligent alternative to bank deposits for investors with a 

time horizon of 1 – 3 years. Because we understand that not all 

investors are prepared to accept even the limited risk of capital 

loss over the very short term, we also offer the Coronation 

Money Market Fund. This fund is our lowest risk offering which 

represents an ideal parking vehicle for capital earmarked for 

investment terms of less than a year. 

While the Coronation Money Market Fund has a 12-year track 

record of consistently outperforming call deposits at banks, 

we are even more proud of the fact that we have achieved this 

without exposing clients to inappropriate levels of risk in the 

search for competitive yields.

Money market funds are unique investment funds, in that they 

are the only unit trusts with a constant price, distributing all 

investment returns earned on a monthly basis to investors. All 

other unit trusts mark their underlying investments to market on 

a daily basis, reflecting the capital gains or losses resulting from 

market movements the prior day. The constant price applied 

in money market funds implies that capital losses, even over a 

few days, are not only unlikely, but highly improbable. This is 

only possible because of the very conservative nature in which 

money market funds are intended to be invested.

An important point to note is that not all money market funds 

are equal. Variations of funds, often using ‘money market, cash 

plus or enhanced cash’ in the name, are not always what they 

Coronation 
money market 
Fund 
keeping investors on ‘the safe side’

by taNia miGlietta

appear to be. A good starting point in identifying which type 

of fund you are invested in is to look at the yield. A yield that 

is consistently higher than that offered by competitor money 

market funds typically means that the fund has taken on 

additional risk. The much used term ‘high risk = high return’ is 

as applicable to the money market as it is to the equity market. 

In other words, a high yielding money market fund is probably 

riskier than a moderately yielding one. Another important ‘risk’ 

factor to consider is whether the fund is a registered unit trust, 

as this ensures stricter regulation of its management compared 

to funds that are not regulated. Regulated money market funds 

are subject to specific regulatory restrictions set by the Financial 

Services Board.

History of money market funds

Money market funds were first introduced in the US in 1971 
and eventually found their way to South Africa in 1997. 
Historically, smaller investors only had the option to invest 
in bank deposits and typically were quoted lower rates 
than wealthier or institutional investors. Higher rates were 
only available if investors were prepared to fix their term of 
investment, giving up liquidity. Money market funds made 
a professionally managed treasury service available to small 
investors, packaged in a regulated vehicle offering daily 
liquidity. These features were very attractive to investors, 
resulting in South Africa’s current 32 money market unit trusts 
growing to assets of R266 billion as at December 2010.

Source: ASISA Working Paper on Money Market Funds

So how do we control the level of risk in the Coronation Money 

Market Fund? All potential investments go through a rigorous 

tania miGlietta is a portfolio 
manager within the fixed interest 
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for the management of all 
money market and income funds. 
She manages the institutional 
Coronation Global Cash Fund 
and is the co-manager of the 
Coronation Strategic Income and 
Coronation Preference Share unit 
trust funds.
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process before being selected for inclusion. This process follows 

a top-down series of decisions that start with our view on the 

path of inflation and interest rates, and how best to position the 

portfolio so as to optimise available yields in the market.

The growth of corporate credit has placed it firmly in the spotlight 

as a key differentiator. Corporate credit means anything that is 

not government guaranteed, i.e. the investor is reliant on the 

financial soundness of the company to ultimately repay the capital 

and interest owing on maturity. Corporate borrowers include 

names such as MTN, Transnet, Eskom, Aspen Pharmacare, 

SABMiller, ACSA, Denel, Anglo American, African Bank, Unilever, 

Mercedes Benz, Toyota, Bidvest, Barloworld, Scania, Growthpoint, 

Pick n Pay and more. All of which are generally well-established, 

financially sound businesses and parastatals. However, when the 

less familiar names creep in investors should be aware. 

At Coronation credit risk is a well-understood concept, and in 

our analysis we go to great lengths to identify and measure all 

risks, including those less obvious; seeking out the most suitable 

credit for our money market portfolios. We impose stricter rules 

than legislation permits, by limiting all assets to a short-term 

credit rating of F1+ or F1 we enhance the credit quality of the 

overall portfolio. 

Within the fund we firmly believe in taking a conservative stance. 

We are selective on both the type and price, demanding a 

suitable yield pickup over the risk free rate for each instrument 

we consider. Simply speaking, if it is not the right yield pickup 

for the quality, we do not buy it, preferring to steer clear – and 

we often do.

Given the banks’ extensive involvement in the money market 

it should come as no surprise that the largest exposure 

in our fund is always to the big four South African banks – a 

characteristic that should prevail in any conservatively structured 

money market fund. These instruments are highly liquid, a pre-

requisite for investors in any money market fund. We have long 

been wary of the securitisation market which in 2006 sucked in 

investors at expensive prices. Having now been through the 

trough and peak in the credit cycle we are once again of the 

view that securitisation is overpriced as it does not adequately 

compensate investors for the associated uncertainties and 

poses risks which are difficult to quantify. 

The Coronation Money Market Fund is a well diversified fund 

that manages investors’ cash assets with integrity.    

regulated investment limits applicable to money 
market funds

spread limits: This ensures that investors do not have too 
much exposure to one issuer of instruments. The better 
the quality of the credit, and the resultant probability that 
capital will be repaid when due, the higher the limit. Money 
market funds can for example invest up to 100% of assets in 
government paper, up to 30% in any one the big four banks, 
up to 20% in smaller banks and/or corporates within A-credit 
band with either a F1 or F2 short-term rating. Up to 5% is 
permitted by the CISCA collective investment schemes act in 
lesser credits, as in the BBB credit band (all with F2 short-term 
rating) but we exclude anything in the F2 short-term category.

Duration limits: Duration is an expression of the level of 
interest rate risk in an income asset. The higher the duration 
the more exposure to potential losses when interest rates 
rise. Money market assets cannot have a duration of more 
than 90 days, compared to the All Bond Index with a modified 
duration of 5.97 years at the moment.

term limits: The longer the term to the final repayment 
of initial capital invested in an instrument, the bigger 
the potential for a liquidity mismatch and the higher the 
exposure to credit risk. Money market funds cannot buy 
individual instruments with a term of more than 365 days, but 
all instruments in aggregate cannot have an average term to 
maturity of more than 90 days.

allowable instruments: Certificates of deposit, Treasury 
Bills, Commercial Paper, Notes and Banker’s Acceptances.
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The Coronation Jibar Plus fund
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This fund is a specialist portfolio with a risk profile that 
places it between our Strategic Income and Money Market 
funds. The key difference between Jibar Plus and the Money 
Market Fund is that the former aims to maximise yield 
while the latter focuses on earning a reasonable yield while 
first and foremost preserving capital. The Jibar Plus Fund 
therefore has a variable price, reflecting its less conservative 
investment stance. Jibar refers to the Johannesburg 
Interbank Agreed Rate, which is the benchmark commercial 
investment rate in South Africa. This fund will typically have a 
longer duration and term exposure than the Money Market 
Fund and may also have somewhat higher exposure to 
commercial paper. It is still a low-risk fund, in that duration 
and term limits of 180 days and 720 days respectively apply, 
making it more conservative than a bond fund or even a 
managed income fund such as Strategic Income.

Alternatives for investors requiring more tax-
efficient options
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While funds investing solely in the yielding asset classes 
are typically low risk, they are not very tax efficient as 
interest attracts income tax. Many investors do not have 
this problem, as the first R22 800 (R30 000 if you are over 
65) is tax exempt in the 2012 tax year. Purely from a tax 
perspective investors would rather earn capital gains and 
dividends, implying exposure to equity instruments. The 
problem is that equity investing is also associated with 
high risk, which is not consistent with low-risk objectives. 
Coronation offers the Optimal Income Fund to address this 
need. This multi-asset fund is primarily invested in hedged 
equity and preference shares offering more tax-efficient 
sources of return, but managed with a low-risk budget to 
significantly reduce the risk of short-term capital losses. 
Investors could also consider investing in the Coronation 
Preference Share Fund, which provides exposure to 
a portfolio of listed preference shares. It should be noted 
that while these are relatively conservative funds, both 
carry more risk of capital loss than money market funds.
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Anyone who regularly reads our international commentary will 

know that we pretty much always end with the same conclusion 

– the gist of it being that serious investors should be prepared 

to select a diversified high-quality share portfolio and hold it for 

the medium term. Such an approach will, over time, prove to be 

the best growth asset – and certainly the best inflation hedge. 

For those readers who may find this irritating, I apologise in 

advance as this article will be no different! Despite the last 

10 years producing sub-par returns from international equities 

– following the crashes of 2001/02 and 2008 – we remain 

committed to the belief that high-quality equities produce 

excellent returns given sufficient time.

With that out of the way, let us now turn to the currently very 

trying and complex investment environment.

There certainly has been no shortage of events that added to 

investor anxiety in recent weeks. A combination of the Japanese 

tsunami and nuclear reactor damage, ongoing unrest in North 

Africa and rising oil prices, served to unsettle investors’ nerves, 

resulting in a sharp market reversal in mid-March. While history 

books will undoubtedly attribute the March correction to these 

factors, they will probably draw the incorrect conclusion. The 

actual reason for the pullback was in reality a far less complex 

one and simply relates to the fact that equity markets became 

overheated in early March. A number of technical indicators 

showed (according to those that monitor them) that a correction 

could be in the offing. As an example, in mid-February, the well 

known ‘Crowd Sentiment Poll’ recorded a bull market-high 

reading of 72.3. This was well into expensive optimism territory 

and higher in fact than the 70.7 reading in April 2010, which 

immediately preceded the nasty April to July 2010 correction. 

Added to this is that flows into US equity unit trusts had turned 

strongly positive, having been negative for all but a few months 

following the equity market bottom in March 2009.

The point that we are making is that equity markets were 

becoming overheated in the short term, and needed to 

correct. Whether it was the Japan tragedy, the Libyan crisis or 

an oil price hike, some or other factor would inevitably have 

sparked a correction. To give this some perspective, we should 

cast our minds back to 1987. In October 1987, equity markets 

across the world fell by the biggest one-day fall in the history of 

financial markets.

It is interesting to consult the history books as to what caused this 

fall. The consensus explanation revolves around the perceived 

international disputes amongst the so-called G7 industrialised 

nations who were squabbling about the most appropriate 

monetary and currency policies at the time, in the face of some 

inflationary pressures in the US. Again, closer to the truth in our 

opinion was a more simple explanation. Equity markets were 

very overvalued and any excuse would have been sufficient to 

set off a spate of panic selling. In the case of October 1987, 

it was computer-generated ‘program trading’ which set the 

ball rolling. In reality, however, it was because many investors – 

intuitively believing that equity markets were vulnerable – had 

been attempting to engage in ‘portfolio insurance’ strategies in 

an attempt to hedge their equity portfolios. It therefore became 

self-fulfilling that markets would fall as the weight of those 

seeking portfolio insurance overwhelmed them. 

As is often stated by sensible market commentators, equity 

markets like to climb the ‘wall of worry’! Any hint of bad news 

will inevitably cause an over-extended equity market to fall 

sharply. Conversely, as was the case in 2009, it does not take 

much in the way of good news to trigger a significant market rise 

when equity markets are depressed. 

international 
outlook
Perspective amongst the chaos

by toNy GiBsoN
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Turning to current investment conditions, there have clearly 

been some severe road bumps experienced during the February 

to March period. While it is impossible to ignore events in the 

Middle East and Japan at the moment, it does seem that global 

markets have come to terms with the events that have taken 

place. Having fallen sharply in mid-March, the month ended 

essentially flat. The conclusion implicit in this reaction is that 

global economic growth – especially in the US – has not been 

derailed from its current recovering trajectory. Some of the key 

statements that investors are making are as follows:

  Following the sudden widespread instability in the oil-

producing world, the main risk to global markets remains 

the impact of the rising oil price, rather than the damage 

done to manufacturing capacity in Japan. This situation, if it 

worsens, could represent a risk of a significant disruption in 

the supply of oil. Although a more dangerous outcome in the 

Middle East and North Africa remains a risk, an expansion 

of the recent turmoil into Saudi Arabia does not seem to 

be happening. Also, the scale of violence in the majority 

of affected countries has been limited and no-one appears 

interested in destroying the oil-producing infrastructure. 

This would largely explain why the oil price rise has actually 

been relatively muted in the face of many uncertainties.

  Importantly, economic data continues to improve – most 

notably in the US. As was recently reported, the Fed raised 

its 2011 GDP forecast range to 3.4% – 3.9%; an increase of 

0.4% from the previous forecast.

  The expectation is, despite some evidence of inflationary 

pressures in the US, that the Fed will not increase interest 

rates for quite some time. The Fed chairman clarified this 

by stating that ‘until we see a sustained period of stronger 

job creation, we cannot consider the recovery to be truly 

established. It will be several years before the unemployment 

rate returns to a more normal level’.

  Few commentators are predicting a hard landing for 

the Chinese economy. This is despite the reserve rate 

requirement for banks recently being increased for the 

18th time. The logic being that economic activity, and more 

importantly food inflation, has been moderating of late. 

  In Europe all is not bad news as growth continues to recover. 

February PMIs positively surprised, December industrial 

new orders exceeded expectations while both consumer 

and business confidence increased. Northern Europe 

continues to drive this recovery. Swedish GDP grew by an 

astonishing 7.3% in the fourth quarter of 2010, while German 

unemployment remains at near record lows, and business 

confidence rose to a record high on the back of strong 

exports and consumer spending.

There are of course risks out there which will potentially affect 

equity markets. The most important, not surprisingly, relates to the 

outlook for company profit growth. It must be pointed out that, on 

balance, the most recent set of corporate profit announcements 

were rather less positive than we have seen over the prior 

18 months. There seems to be a number of reasons for this. Firstly, 

after a sustained period of significant positive earnings surprises, 

expectations have been raised. Secondly, many companies are 

reaching a stage where extraordinary cost reductions achieved 

in the last recession have reached their limit, and with the current 

resumption of revenue growth they are starting to increase fixed 

costs again. Thirdly, cost inflation is starting to bite – particularly 

in commodity and energy inputs. The return to sales growth is 

therefore not being accompanied by the expected operational 

leverage for some companies. Inevitably, this trend will raise some 

interesting stock-picking opportunities as there is the potential 

for significant dispersion in company performance as companies 

experience differing success in passing through cost increases to 

their customers in the quarters ahead.

Japan will inevitably experience a period of economic shrinkage 

due to energy-related disruptions and production problems. 

However, the commencement of reconstruction work should 

prove to have a stimulatory effect on the economy. Despite 

this setback, the investment case for Japan remains in place. 

Many companies are trading at, or below, book value, while they 

are significantly more profitable at this stage of the industrial 

production cycle than previously. Partly this reflects higher 

margin exports to the rest of Asia, but it also follows from the 

adoption of increasingly asset-light business models and much 

improved industrial structure. Has the market’s perception of risk 

assets such as Japanese equities changed? In the immediate 

aftermath it clearly did, but the speed with which the equity 

markets have recovered their poise suggests that participants 

are, generally speaking, still underweight risk.

In essence the key to global growth, and hence equity markets, 

will largely be determined by monetary policy for some time 
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yet. Although monetary tightening has become a feature in 

developing economies in recent months, it is increasingly on 

the agenda in the developed world. The European Central Bank 

has increased rates by 25 basis points and the Bank of England 

is also warning of a tightening in policy. That said, we believe 

that interest rates will remain supportive of economic activity 

for a protracted period – even in a less than ideal period of 

stubbornly high inflationary input costs.

Positioning of international funds

Coronation now offers four funds investing in international assets 

only, available in both rand and US dollar versions as set out on 

pages 24 to 25. Investors should note that while the rand and 

US dollar versions of the Global Managed and Global Capital 

Plus funds are managed as sister portfolios, small differences in 

short-term performance should be expected. This happens as 

a result of the timing of cash flows and daily price calculation, 

where timing differences could noticeably impact short-term 

returns. Over the long term, however, we do not anticipate 

material differences in performances between the rand and 

dollar versions of these funds.

For our equity funds this may well not be the case. Our US 

dollar Global Emerging Markets Fund will remain fully invested 

in shares at all times, while the rand-based Global Emerging 

Markets Flexible Fund also has the ability to invest in other asset 

classes, primarily developed world cash. Over time this may 

lead to a lower average level of equity exposure, expected to 

be around 85% through the cycle. 

Personal 
investments 
update

In the case of our two global equity funds of funds, Global 

Opportunities Equity and World Equity [ZAR], the differences 

between the portfolios are largely for regulatory reasons. The 

funds are subject to the regulatory rules applicable in Europe 

and South Africa respectively. At the moment, the local rules are 

tighter than the European rules, meaning that we have a smaller 

investable universe of qualifying funds for World Equity [ZAR] 

than for Global Opportunities. As a result, the former invests 

in a smaller number of more concentrated positions. We are 

in ongoing discussions with the Financial Services Board to 

achieve closer alignment of the two sets of rules. When this 

happens, investors can expect the two portfolios to become 

more closely aligned.

new invest online tool

To make the investment process simpler and more efficient, we 

have introduced a new online investment tool on our website, 

www.coronation.com. To the best of our knowledge it is the 

first of its kind in the country – creating a contract between the 

investor and asset manager online. If you are ready to invest 

in one of our local or international funds, retirement annuity, 

endowment or living annuity, just click on ‘Invest Now’ and see 

for yourself.

Constructing a retirement portfolio

All investments made in a retirement portfolio are subject to the 

restrictions set out in Regulation 28 to the Pension Funds Act. 

This regulation was recently reviewed by government, providing 

broader exposure limits than previously available. However, from 

Until such time as central banks are free to raise interest rates 

without fear of the sociopolitical repercussions, we will remain in 

an equity-friendly environment. This is especially when compared 

to the alternatives of cash or fixed-interest investments which 

offer no protection against the erosive effects of inflation.   
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June 2011, compliance with the investment restrictions at member 

level is required, impacting existing investors in our individual 

retirement products. Currently investors are only required to comply 

with Regulation 28 at the time of their initial investment. With the 

change, compliance will now be required when all additional 

transactions are made. A full explanation will be provided to those 

investors directly affected once the new rules come into force.

fund name change

Investors in the Coronation Income Fund should take note that 

the name of this portfolio changed to the Coronation Jibar Plus 

Fund from 1 April 2011. The rationale for the change was to 

better differentiate the Coronation Strategic Income Fund, our 

flagship portfolio for investors with immediate income needs. 

JIBAR is the acronym for the Johannesburg Interbank Agreed 

Rate, which is the basis for most commercial deposit rates in 

South Africa. The fund’s objectives, risk budget and investment 

policy remain unchanged.

Awards

Coronation was recently recognised at the FM/Morningstar 

awards as the Best Large Fund House in South Africa based on 

risk-adjusted performance to end 2010 across our fund range. 

We also received individual fund awards for the Market Plus 

and Industrial funds. This follows on individual fund awards 

at the Personal Finance Raging Bull Awards for the Balanced 

Defensive, Industrial and Financial Funds.    



22 Coronation Fund Managers

InVeSTor need

InCome only InCome And GroWTH lonG-Term CAPITAl GroWTH

fund
Strategic Income
Cash†

Balanced defensive
Inflation†

Capital Plus
Inflation†

Balanced Plus
Composite benchmark† 
(equities, bonds and cash)

Top 20
FtsE/JsE top 40 Index†

FUND DESCRIPTION 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.

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.

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.

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.

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.

INCOmE ASSETS1 
vS GROWTh

95.9% / 4.1% 65.0% / 35.0% 46.6% / 53.4% 31.8% / 68.2% 0.0% / 100.0%

LAUNCh DATE Jul 2001 Feb 2007 Jul 2001 Apr 1996 Oct 2000

ANNUAL RETURN 
(Since launch)

11.5%
†9.1%

9.7%
†7.3%

14.9%
†6.3%

16.6%
†14.2%

23.5%
†16.5%

QUARTILE RANK  
(Since launch)

1st 1st 1st 1st 1st

ANNUAL RETURN 
(Last 5 years)

9.0%
†8.7%

– 10.7%
†6.9%

12.3%
†11.4%

16.5%
†12.5%

QUARTILE RANK 
(Last 5 years)

1st – 1st 1st 1st

STANDARD DEvIATION 
(Last 5 years)

2.5%
†0.6%

7.1
†1.8%

10.9%
†11.6%

17.2%
†19.5%

FUND hIGhLIGhTS Outperformed cash 
by on average 2.4% 
p.a. (after fees) since 
launch.

Outperformed 
inflation by 2.3% 
p.a. (after fees) 
since launch, 
while producing 
positive returns over 
12 months 100% 
of the time. No. 1 
conservative fund in 
South Africa since 
launch.

Outperformed 
inflation by more 
than 8% p.a. (after 
fees) since launch, 
while producing 
positive returns over 
12 months more than 
90% of time.

Produced a total 
return 23% greater 
than its average 
competitor since 
launch. No. 1 
balanced fund in 
South Africa over 
5 years to end 
March 2011.

Outperformed the 
equity market by more 
than 5% over the past 
decade with less than 
market-level risk.

    Income   Growth
1. Income assets versus growth as at 31 March 2011. Growth assets defined as equities, listed property and commodities.

Figures are quoted from Micropal as at 31 March 2011 for a lump sum investment and are calculated on a NAv-NAv basis with income distributions reinvested.

domeSTIC flAGSHIP fund rAnGe

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.
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Risk versus return

Source: Morningstar

Long-term growth (equity only) Coronation Top 20
17.2%

16.5%

12.3%

10.7%

9.0%

New fund

10.9%

2.5%

7.1%

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)

rISk

r
e

Tu
r

n

5-year annualised return and risk quoted as at 31 March 2011. 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 March 2011. 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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InTernATIonAl fund rAnGe

HAVe you ConSIdered 
eXTernAlISInG rAndS? 
IT’S eASIer THAn you 
mIGHT THInk.

The SARB allows each adult 
South African citizen to invest 
up to R4 million 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:

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.

InVeSTor need

CAPITAl PreSerVATIon
lonG-Term CAPITAl 

GroWTH 
(mulTI-ASSeT)

lonG-Term CAPITAl GroWTH
(eQuITy only)

FUND1 Global Capital Plus [ZAr]
Global Capital Plus [usD]
Global cash† (50% USD and 
50% EUR)

Global managed [ZAr]
Global managed [usD]
Composite† (equities and bonds)

World equity [ZAr] fof
Global opportunities 
equity [usD]
MSCI World Index†

Global emerging markets 
flexible [ZAr]  
Global emerging 
markets [usD]
MSCI Emerging Markets Index†

FUND DESCRIPTION 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 dollars). 

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.

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.

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.

GROWTh vS 
INCOmE ASSETS1

52.0% / 48.0% 19.6% / 80.4% 3.4% / 96.6% 12.2% / 87.8%

LAUNCh DATE Sep 2008
Sep 2009

Oct 2009
March 2010

Aug 1997
May 2008

Dec 2007
July 2008

ANNUAL RETURN 
(Since launch)

13.9%
†5.0%

11.8%
†11.4%

6.5%
†4.5%

5.2%
†0.6%

QUARTILE RANK  
(Since launch)

2nd 2nd 1st 1st

FUND hIGhLIGhTS Both funds have produced 
a dollar return 3 times its 
foreign cash benchmark 
since launch.

Produced a dollar return 
of 11.8% p.a. since launch 
in 2009, which is ahead of 
its composite equities and 
bonds benchmark.

Both the dollar and rand 
funds have outperformed 
the MSCI World Index since 
launch, by 3.3% and 2.1% p.a. 
at less than market-level risk.

Both the dollar and rand 
funds have outperformed 
the MSCI Emerging Markets 
Index since launch by 
5.8% p.a. and 4.6% p.a. 
respectively.

    Income   Growth

1.  rand and dollar-denominated fund names are included for 
reference. 

2.  Growth versus income assets as at 31 March 2011. 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 March 2011 for 
a lump sum investment and are calculated on a NAv – NAv basis 
with income distributions reinvested.

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.
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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
e

Tu
r

n

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

Source: Morningstar

World Equity [ZAR] FoF

332

382

432

232

282

132

182

82

482

R345 870

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 March 2011. 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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lonG-Term InVeSTmenT TrACk reCord

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 23.35% 18.63% 4.72%

2006 28.38% 23.07% 5.31%

2007 33.79% 29.52% 4.28%

2008 23.36% 19.28% 4.09%

2009 22.23% 19.77% 2.45%

2010 18.55% 15.12% 3.42%

4 years 3 months to March 2011 12.94% 9.27% 3.67%

ANNUALISED TO 31 mARCh 2011

1 year 18.4% 15.4% 3.0%

3 years 13.6% 7.4% 6.2%

5 years 15.7% 12.2% 3.5%

10 years 21.7% 17.5% 4.2%

Since inception in October 1993 annualised 19.1% 15.5% 3.6%

Average outperformance per 5-year return 3.54%

Number of 5-year periods outperformed  14.00 

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 120 888 by 31 March 2011. By comparison, the 
returns generated by the Equity Benchmark over the same period would have 
grown a similar investment to r1 246 445.

*  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 ANNuALIsEd rEturNs sINCE INCEPtIoN

1 year 3 years 5 years 10 years Since inception 
annualised

 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%

4 years 3 months to March 2011 9.91% 7.28% 2.63%

ANNuALIsEd to 31 mARCh 2011 CoroNAtIoN BALANCEd PLus AvErAGE
CoMPEtItor ALPHA

1 year 12.3% 8.1% 4.3%

3 years 9.7% 5.6% 4.1%

5 years 12.3% 8.3% 4.0%

10 years 17.5% 14.2% 3.3%

Since inception in April 1996 annualised 16.6% 13.5% 3.1%

Average 5-year real return  9.79%

Number of 5-year periods where the real return is >10%   6

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%

14.0%
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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 r991 087 by 31 March 2011. 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 r663 157.

†  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

O
ct

-1
0

M
ar

-1
1

O
ct

-9
7

O
ct

-9
8

O
ct

-9
9

O
ct

-0
0

O
ct

-0
1

O
ct

-0
2

O
ct

-0
3

O
ct

-0
4

O
ct

-0
5

O
ct

-0
6

O
ct

-0
7

O
ct

-0
8

O
ct

-0
9

A
p

r-
97

A
p

r-
98

A
p

r-
99

A
p

r-
00

A
p

r-
01

A
p

r-
02

A
p

r-
03

A
p

r-
04

A
p

r-
05

A
p

r-
06

A
p

r-
07

A
p

r-
08

A
p

r-
09

A
p

r-
10

1 000

700

800

900

600

500

400

300

200

100

O
ct

-9
6

A
p

r 
96



MEET THE FUTURE YOU.MEET THE FUTURE YOU.

HE SAYS, “WELL DONE FOR CHOOSING
THE MANAGER WHO ALWAYS ADDS VALUE”.

HE SAYS, “WELL DONE FOR CHOOSING
THE MANAGER WHO ALWAYS ADDS VALUE”.

Coronation Asset Management (Pty) Ltd is an authorised financial services provider.

Best Large Fund House - Morningstar South Africa Awards 2011
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