
STRATEGY RETURNS GROSS OF FEES

Period Strategy Benchmark Active Return

Since Inception (cumulative) 93.8% 33.2% 60.6%

Since Inception p.a. 6.9% 2.9% 4.0%

Latest 7 years p.a. 3.8% 1.6% 2.2%

Latest 5 years p.a. 4.4% 5.2% (0.8)%

Latest 3 years p.a. 5.3% 5.6% (0.3)%

Latest 1 year 5.6% 8.2% (2.6)%

Year to date (11.4)% (6.7)% (4.7)%

Month (2.4)% (4.2)% 1.8%

*For a side-by-side comparison of gross and net performance, please refer to 
http://www.coronation.com/us/strategy-performance

LONG TERM OBJECTIVE

The Coronation Global Emerging Markets Equity Strategy provides access to 
what we consider to be the best investment opportunities in Global Emerging 
Markets. It aims to deliver capital growth through a focused equity portfolio of 
securities of companies based in emerging markets or that derive a significant 
portion of their business from emerging economies. The objective is to 
outperform the MSCI Emerging Markets Index over 5 years and longer periods.

Coronation’s investment philosophy aims to produce outperformance by 
focusing exclusively on the long term. We conduct our own research to 
determine what a share is worth, and only invest if it trades sufficiently below this 
level. We focus on what a business will earn in a ‘normal’ environment over the 
long term and what investors, in our view, should be willing to pay for such an 
earnings stream today. This allows us to ignore short term ‘noise’, which is a key 
competitive advantage since shares often trade on near-term earnings prospects 
instead of long term earnings power. Given the large investable universe, we 
have a preference for above-average businesses – those that exhibit a 
combination of key factors such as sustainable competitive advantage, pricing 
power, decent returns on capital and high cash generation abilities – but our 
decision to invest will always be based on whether there is sufficient margin of 
safety relative to the risks of each investment case. Our portfolios are fairly 
concentrated (50-60 stocks) and reflect our high-conviction ideas prominently. 
They are constructed without any reference to the benchmark, so short term 
returns will differ materially - whether positive or negative - from those of the 
benchmark. Over a more meaningful measurement period of at least five years, 
our focus on owning only undervalued shares should, in our view, deliver 
performance in excess of the benchmark. Risk is controlled by only owning 
stocks that trade well below fair value to mitigate the risk of significant loss of 
capital from owning overvalued shares. Our portfolios are constructed with no 
excessive exposure to any one country, industry or other single identifiable 
factor that can have an unexpected and outsized impact on portfolio returns.

INVESTMENT APPROACH

SECTOR EXPOSURE

Sector % Strategy

Consumer Discretionary 27.2%

Financials 26.3%

Consumer Staples 25.3%

Information Technology 15.5%

Industrials 3.2%

Health Care 1.3%

Cash 1.2%

GENERAL INFORMATION

Inception Date 14 July 2008

Strategy Size $5.47 billion

Strategy Status Open

Mandate Benchmark MSCI Daily TR Net Emerging Markets USD 
(NDUEEGF Index)

Redemption Terms An anti-dilution levy will be charged

Base Currency USD

TOP 10 HOLDINGS

Holding % Strategy

NASPERS LIMITED (ZAF) 5.8%

BRITISH AMERICAN TOBACCO PLC (ZAF) 5.3%

PING AN INSURANCE GROUP CO-H (CHN) 4.7%

PHILIP MORRIS INTERNATIONAL INC (USA) 4.6%

SBERBANK OF RUSSIA (RUS) 4.1%

YES BANK LTD (IND) 3.9%

PORSCHE AUTOMOBIL HLDG-PR (DEU) 3.6%

MAGNIT OJSC-SPON (RUS) 3.5%

KROTON EDUCACIONAL SA (BRA) 3.5%

HEINEKEN NV (NLD) 3.4%

GROWTH OF US$100M INVESTMENT

Benchmark: MSCI Daily TR Net Emerging Markets USD (NDUEEGF Index)

The performance shown is gross of fees.
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GEOGRAPHIC EXPOSURE

Country % Strategy

China 18.6%

South Africa 13.2%

India 12.8%

Russian Federation 10.2%

Brazil 8.6%

Germany 6.5%

United States 6.0%

Netherlands 5.4%

South Korea 4.7%

Country % Strategy

France 3.2%

Mexico 3.0%

Hong Kong 2.9%

Taiwan 2.5%

Indonesia 0.7%

Turkey 0.4%

Chile 0.1%

Cash 1.2%

DISCLAIMER

Coronation Asset Management (Pty) Limited and Coronation Investment Management International (Pty) Limited are investment advisers registered with the United States Securities and Exchange Commission 
(“SEC”). An investment adviser’s registration with the SEC does not imply a certain level of skill or training. Additional information about Coronation Asset Management and Coronation Investment 
Management International (Pty) Limited is also available on the SEC’s website at www.adviserinfo.sec.gov. The information in this document has not been approved or verified by the SEC or by any state 
securities authority. Coronation Asset Management (Pty) Limited and Coronation Investment Management International (Pty) Limited are also regulated by the Financial Sector Conduct Authority of South 
Africa. 

This material is for information only and does not constitute or form part of any offer to issue or sell, or any solicitation of any offer to subscribe for or purchase an investment in the Strategy, nor shall it or the 
fact of its distribution form the basis of, or be relied upon in connection with, any contract for investment in the Strategy. Any such offer shall only be made pursuant to the provision of further 
information/prospectus in relation to the Strategy. The Strategy is subject to management, administration and performance fees. Past performance is not necessarily a guide to future performance. Investors 
may not receive back the full amount invested and may suffer capital loss. Investments in the Strategy may not be readily realisable. Opinions expressed in this document may be changed without notice at any 
time after publication. Nothing in this document shall constitute advice on the merits of buying and selling an investment. All income, capital gains and other tax liabilities that may arise as a result of investing in 
the Strategy, remain that of the investor. 

The volatility of the Benchmark represented in the growth chart above may be materially different from that of the Strategy. In addition, the holdings in the accounts comprising the Strategy may differ 
significantly from the securities that comprise the Benchmark. The Benchmark has not been selected to represent an appropriate benchmark to compare the Strategy’s performance, but rather is disclosed to 
allow for comparison of the Strategy’s performance to that of a well-known and widely recognized Benchmark. Material facts in relation to the Benchmark are available here: https://www.msci.com/emerging-
markets. 

The information contained herein is not approved for use by the public and must be read together with our Disclaimer that contains important information. If you are in possession of a physical copy of this 
document and you are unable to access our Disclaimer online, kindly contact us at cib@coronation.com and a copy will be sent to you via email.

FUND MANAGER

Please contact Coronation for further information

Gus Robertson

International Client Service Fund Manager
tel: +27 21 680 2443
email: grobertson@coronation.com

PORTFOLIO MANAGERS

Gavin Joubert - BBusSc, CA (SA), CFA

Head of Global Emerging Markets, Gavin has 19 years’ 
experience as an investment analyst and portfolio manager. 
He joined Coronation in 1999 and manages assets within the 
Global Emerging Markets Equity Strategy.

Suhail Suleman - BBusSc, CFA

Suhail is a portfolio manager within the Global Emerging 
Markets investment unit. He joined Coronation in 2007 and 
has more than 16 years’ investment experience.
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REVIEW FOR THE QUARTER 

In what was a very weak past few months for emerging markets (MSCI EM index -8.0% for the 2nd quarter), the Coronation Global 
Emerging Markets Strategy returned -9.3%. The largest negative detractors over the period were the Brazilian education stocks, Kroton 
and Estácio, which together detracted 2.4%. Porsche (-0.56%) was the only other stock that detracted by more than 50bps. The main 
positive contributors were YES Bank (+0.50%) contribution), Airbus (+0.37%) and Naspers (+0.36%). Over the past 5 years, the strategy 
is slightly (0.8% p.a.) behind the market, partly due to the recent tough period and partly due to a very good year in 2013 (19.3% alpha) 
dropping out of the 5-year base. Over 7 years, the strategy has outperformed the market by 2.1% p.a. The strategy has also just 
reached its 10-year track record (launched on 14 July 2008) and since inception it has outperformed the MSCI EM index by 4.0% p.a.   

The Brazilian education stocks, after being significant positive contributors in both 2016 and 2017, have been large detractors in 2018 
so far. We wrote extensively about Kroton in the March 2018 commentary but given continued poor performance of the Brazilian 
education stocks and their impact on the strategy’s returns, we believe it worthwhile to briefly touch on them again. Even after 
appreciating by 20% so far in July, Kroton is still down 39% (in BRL) year to date and down 23% over the past 1-year period. In contrast, 
Estácio - while having declined by 20% this year - has actually appreciated by 70% over the past 1-year period. Estácio’s performance 
this year has been broadly in line with the average Brazilian consumer stock - in other words its poor performance is largely due to 
macro factors (rising US rates, Brazilian politics/economic concerns driven in part by the truckers’ strike and upcoming elections in 
October). Kroton’s performance, besides being impacted by macro factors, has also been impacted by company specific factors, as 
one would expect to be the case given the differential in performance between Kroton and Estácio. During the quarter, Kroton 
reported their Q1 results, and while these results were in line with expectations they reduced their earnings guidance for the year (in 
contrast, Estácio’s results and outlook were ahead of expectations). Kroton also announced the acquisition of an education 
publishing/K12 school business (Somos Educação) at what appears to be a high price. These two events as well as general economic 
concerns (and resultant education industry concerns) resulted in the share coming under more pressure. Kroton is already far more 
efficient than Estácio (c. 30% EBIT margins vs. c. 15% EBIT margins for Estácio) and as such don’t have this lever to pull.  

As is typically the case when a large strategy holding is going through a tough period and is impacting the strategy’s performance, 
we spent a significant amount of time on Kroton over the past several months with the aim of assessing whether the investment case 
still holds or not. Besides spending half a day in Sao Paulo meeting with several individuals from Kroton’s management team earlier 
this year, in the past few months we have had separate calls with Kroton’s CEO (twice), CFO, Head of Campus and Head of K12, in 
order to assess the Somos transaction as well as discuss both the shorter and longer-term challenges and opportunities for Kroton. In 
addition, over recent months we have spoken with competitors (Estácio and others), former industry executives as well as 3 local 
Brazilian funds (2 are shareholders and 1 is negative on Kroton as we believe there is value in hearing and understanding views on 
differing sides). Our conclusion from all this work is that while Kroton are facing a tough year or two ahead, the long-term prospects 
remain very attractive: an underpenetrated market in a fragmented industry with the biggest players (Kroton is #1 and Estacio #2) 
having the opportunity to take market share in what is a scale business, and a new growth driver in the form of entry into the K12 
schools market where the market size is more than double that of the tertiary education market. On the Somos acquisition, while the 
price does look high at face value, there are synergies that can be extracted to bring the acquisition multiple down. Somos’s most 
recent results (post the announcement of the acquisition) showed a 40% increase in profits, which brings the acquisition multiple down 
further. Additionally, the asset brings diversification to Kroton as well as good cash generation with lower student defaults than in the 
tertiary sector. Somos provides a platform for a quick leap into Kroton’s planned K12 expansion as it takes Kroton from having 2 
schools to having 44 schools, which in turn makes it the largest operator in the K12 private market. Kroton now trades on less than 10x 
2018 earnings with a 4% dividend yield (Estácio’s valuation is not dissimilar) which we believe is very attractive given its favourable 
long-term prospects. Today 5.4% of the strategy in total is invested in the Brazilian education companies, with 3.5% in Kroton and 
1.9% in Estácio. 

We were asked recently by a client whether, because we focus so much on the long-term in assessing businesses and making 
investment decisions (5 years+), we miss short-term data points. It is a valid question. The above discussion (12 Kroton-related calls 
with both management and outsiders in a 3-4-month period) hopefully answers the question to some extent. We do indeed focus on 
the long term (and in an ever increasingly short-term focused world, we firmly believe that truly taking a long-term view is a key 
competitive advantage) but we do also spend a large amount of time on assessing every new (and short-term by definition) 
development - whether that is an earnings release, an acquisition or some other event including macroeconomic events - and what 
they mean for both the short-term and long-term earnings streams of the business. A sharp decline in short-term earnings (next 1-2 
years) does have an impact on the long-term value of any business, although in many cases the impact is far less than the extent of 
the share price decline. 

As such, while we are primarily concerned about the long-term (5 years+) earnings stream, the next 1-2 years’ earnings, even though 
they are short-term, are important for us to understand. We model all businesses out 5-6 years and it is this earnings stream that 
determines our fair values. Within this 5-6 year period we will naturally model the next 1-2 years earnings. To summarise, even though 
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our focus is firmly on the long-term (5 years+), we certainly don’t ignore the next 1-2 years’ earnings. In addition, with cyclical assets 
we always build in a down year into our 5-6 year modelling period as even though we may not know when such a down year will 
manifest, we know that it inevitably will.   

Magnit (#1 Russian supermarket retailer by profits) has been the other main detractor from performance over the past several months, 
although it was a positive contributor over the quarter. During the quarter the company announced the potential acquisition of a 
pharmaceutical distributor, owned by a related party. The proposed acquisition was a big concern for us as a) we feel that 
management’s time is better spent on addressing current issues in the core food retail business, which is underperforming; b) we 
question whether it is necessary to own a distributor in order to start rolling out a pharmacy strategy (which was the rationale given by 
Magnit management at the time of the announcement); and most importantly c) we had corporate governance concerns on the 
transaction (the distributor for sale is owned by a related party, who had only recently bought a 10% stake in Magnit). As a result, we 
had calls with a few other large shareholders and drafted and sent a co-signed letter to the board expressing our collective concern 
about the transaction. We also held calls with the (independent) Chairman and Vice Chairman of Magnit as well as another 
independent director. We were encouraged by their constructive response to our concerns and how they intend to approach this and 
other issues. At the subsequent board meeting a few weeks ago, the CEO of Magnit (Khachatur Pombukhchan) tended his resignation 
and Olga Naumova was appointed in his place. Naumova recently joined Magnit as an Executive Director from X5 Retail, where she 
was head of X5’s convenience business (Pyaterochka, which makes up c. 80% of X5’s group revenue) and is largely credited with turning 
around this business (and hence the X5 Retail Group) over the past 5 years. With a new board, a new management team (besides the 
CEO, the new highly regarded CFO is also from X5 and one of the new director’s [ex-Lidl UK CEO] is also involved in an executive 
role) and a still fragmented Russian food retail market, we believe that Magnit is very attractively valued at current levels and it remains 
a top 10 holding.  

There were 3 new buys during the quarter: Phillip Morris International (4.7% of strategy and the largest new position), Anheuser Busch 
Inbev (2.1% of strategy) and YUM China (1.0% of strategy). Having previously sold out, we also added 1% positions in each of Alibaba 
and Altaba after reassessing Alibaba’s fair value following a few related meetings and results announcements with additional 
disclosure. In terms of sells, we sold out of 5 positions (all of which comprised less than 1% of the strategy as at end-March): YUM 
Brands, Puregold (both as they reached fair value), Hering (close to fair value but with increasing risks in Brazil), Reckitt (better global 
consumer staples opportunities) and Steinhoff (which was down to a 7bps position at the time of sale and where our view was that the 
probability of there being no equity value increased as various assets continued to be written down). In terms of other sells (reducing 
positions), we reduced the JD.com position (still 3.4% of strategy, but wanting more of a balance between JD.com and Alibaba), the 
Heineken and Unilever positions (still 3.3% and 2.0% of strategy respectively, but buying other even more attractive consumer staples 
like Phillip Morris), and Airbus (still very attractive and a 3.2% position, but getting somewhat closer to fair value). In terms of other 
buys, we added to the Ping An Insurance, Femsa, TSMC and Cognizant positions after share price declines in all of these with no 
change to what we think the businesses are worth.  

For the 9.5-year period since inception of the strategy in July 2008 and until January of this year, we had on average 1% exposure to 
the tobacco companies. The reason for this was two-fold: a) concern over the very long-term prospects for these businesses (declining 
volumes, increasing regulation and even more health awareness and b) valuation (they had benefited from the general upward re-
rating of all consumer staples). Over the more recent past there have been 2 key changes. Firstly, the development of successful 
reduced risk products (vaping and ‘heat not burn’ [HNB] devices) has meant that for the first time in decades far safer alternative 
products are available and as a result total tobacco/nicotine consumption has started to increase instead of decline. And secondly 
valuation: sharp declines (c. 25% this year) in the share prices of both British American Tobacco (BAT) and Phillip Morris International 
(PMI) have brought their valuations down: BAT to c. 13x Dec 2018 earnings and a 5.1% dividend yield and PMI to c. 16x Dec 2018 
earnings with a 5.3% dividend yield. As such, we believe that for the first time in several years these stocks are now very attractive and 
BAT and PMI (both of which have high emerging market exposure: 43% and 55% respectively) are 5.3% and 4.7% positions in the 
strategy.  

The tobacco companies still have many of the qualities that have always made them very good businesses - most importantly pricing 
power, stable earnings, very high return on capital and high free cash flow conversion. In addition, they now have attractive long-term 
growth prospects in our view, due to having reduced risk products in their portfolio that provide an attractive healthier alternative to 
traditional cigarettes. In summary, the 2 main categories of reduced risk products (vaping and HNB) do not involve burning, and it is 
largely the burning (combustion) and subsequent release of chemicals of traditional cigarettes that create the health issues. By 
avoiding combustion, the risk reduced products eliminate the biggest issue with traditional cigarettes, which in turn is what makes 
them appealing. Both BAT and PMI have vaping and HNB products, with BAT being the global leader in vaping and PMI the global 
leader in HNB, with their IQOS (I Quit Ordinary Smoking) product. In our view, there is room for both products as they have different 
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appeals, and being global leaders respectively, there is a high probability of BAT and PMI taking disproportionate incremental market 
share and hence increasing their overall global market share.  

The first graph below shows BAT’s historic and estimated UK revenue split between traditional cigarettes and vaping products. The 
key point is that for the first time in many years, revenue is increasing. The second illustration shows that PMI’s next generation products 
(NGP) already contribute 13% of the group revenue and PM have an aspiration to grow that to c. 40% of revenue by 2025 through a c. 
4-5x increase in NGP total revenue from $ 4 billion to c. $ 18 billion. To put this $ 18 billion into context, PMI’s total group revenue was 
$ 29.7 billion in 2017.  

 
BAT UK revenue                                                                                   Phillip Morris NGP today and aspiration                                                         

       

Source: BAT                                                                                            Source: PM 

 
In terms of other new buys within the strategy, Anheuser Busch Inbev (AB Inbev) has gone from being a market darling (‘great 
management team’) to being very much disliked (‘only cost-cutters’), and the share price has followed this sentiment. Perhaps the 
truth is somewhere between these two extremes, but in our view global beer remains a very attractive industry (oligopolies in many 
markets, strong brands, premiumisation opportunities, stable earnings, high return on capital and amongst the best free cash flow 
generation of any business), and within this industry there are 2 gorillas AB Inbev and Heineken, both of which have attractive long-
term prospects. We continue to rate the AB InBev management team highly, and believe that what they may not know about 
branding/segmentation, etc. (which is very little according to the bear view) can be learnt from the SABMiller (SAB) assets that they 
acquired or be brought in. AB Inbev have a globally diversified business, with a strong presence in Africa (both South Africa and the 
rest of Africa), Brazil, Colombia, Mexico, China and the US. Almost 60% of profits come from (lower consuming and hence faster 
growing) emerging markets. AB Inbev trades on c. 19x 2018 free cash flow (with SAB revenue and cost synergies still coming, Brazil 
profits being below normal, Africa and China amongst other regions growing at a rapid rate, etc.) and with a 4% dividend yield, which 
we believe is attractive for an asset of this quality.  

YUM China is the Chinese business that was spun out of YUM Brands (global owner of KFC, Pizza Hut and Taco Bell). The company 
has c. 8,000 outlets in China (McDonalds as a reference point have 2,600 outlets and Burger King have 800) and continues to roll out 
500-600 new restaurants a year. The vast majority (80%) of these outlets are KFC, with the balance largely being Pizza Hut. The royalty 
percentage paid by YUM China to its parent is far lower than industry norms, which in turn means higher margins and a higher return 
on capital can be achieved. The fundamentals of a big brand fast food restaurant chain are generally attractive (convenient and 
affordable, defensive earnings stream and very good free cash flow generation). In addition, with still low penetration, YUM China can 
continue to roll out stores in China for many years to come in our view. The fast food groups have been successful at addressing the 
needs of a more health conscious consumer (a clear long-term risk) with expanded menus, and home delivery has also become an 
important driver (16% of KFC’s and 23% of Pizza Hut’s sales in China are now deliveries). The company has a strong balance sheet (net 
cash c. 10% of market cap) and will continue to generate a lot of free cash flow in the years ahead - a large part of which could be 
applied to share buybacks. There is also opportunity for margins to expand in our view. All-in, we believe that YUM China is a high-
quality business, that can grow earnings by c. 15% p.a. over the next 5 years and at around 22x free cash flow one year out is attractive 
at current levels.  
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Members of the team continue to travel extensively to enhance our understanding of the businesses we own in the strategy, their 
competitors and the countries in which they operate, as well to find potential new ideas. In the quarter there were trips to Russia, 
South Korea, Taiwan and Singapore. In the coming months different members of the team will visit China on a few trips with a focus 
on the Chinese internet companies which remains the industry where the strategy has its main exposure to China. The weighted 
average upside to fair value of the strategy at the end of June was an attractive c. 53%.  
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