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THE  
QUICK  
TAKE

A concentrated volley of 
crises has made the world 

an uncertain place; but  
opportunities exist for those 

who seek them

No matter the quality of 
an  asset, an investment 
is only good if the price 

paid is right

Richemont’s rich heritage and enviable portfolio 
of luxury brands place it in a class of its own. 

We strongly believe that buying Richemont at its 
current price is an attractive proposition and will 

benefit our clients’ portfolios in the future 

IT HAS BEEN a dramatic and disconcerting start 
to the year. We appear to lurch from one crisis to 
the next. The world had barely recovered from 
the Global Financial Crisis before we were hit 
by the Covid-19 pandemic and, just as life was 
starting to return to normal, we are now faced 
with the material implications caused by the 
Russian invasion of Ukraine.  

This has coincided with a time of high inflation 
and rising interest rates (first time since 2018) as 
central banks start to unwind monetary support. 
In times of crisis and ensuing economic uncer-
tainty, it is tempting to give into one’s emotions 
by fleeing to cash to preserve capital as the price 
of risk assets fall. However, we believe that to do 
so would be a mistake. Investing is a constant 
exercise in conquering one’s emotions and 
remaining focused on the long-term assessment 

of risk and value. It requires looking through the 
noise caused by short-term volatility. History has 
shown that those investors who are able to do just 
that, achieve outsized returns.

The cornerstone of Coronation’s investment 
philosophy is our long-time horizon. Every crisis 
we have lived through has presented a great 
opportunity for investors who are prepared to 
take a long-term view. We believe that the current 
turmoil is providing us with an opportunity to buy 
many high quality stocks at very attractive prices. 
Through our detailed work, we are confident that 
these stocks offer investors attractive risk-adjusted 
returns even if the economic environment deteri-
orates further. One such company is Compagnie 
Financière Richemont SA (Richemont).

I N V E S T M E N T  V I E W S

Finding opportunity amid turmoil    
“In the midst of every crisis, lies great opportunity.” - Albert Einstein
 

B Y  Q U I N T O N  I VA N

Quinton is Head of 
SA Equity Research 

and a senior portfolio 
manager with 17 

years of investment 
experience.
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Chinese tourists travelling abroad. Sales to 
Chinese consumers are expected to grow given 
the region’s cultural affinity for branded luxury 
products, and as wealth levels continue to improve 
as the Chinese economy transitions from being 
infrastructure-led to one driven by services and 
consumption.

BRAND EQUITY IS SERIOUS BUSINESS 

The luxury watch market is very consolidated (the 
top three players have a revenue market share of 
approximately 70%), a lot more competitive and 
does not have the same structural tailwinds of 
the global jewellery market. It has proven to be 
more cyclical over time. The luxury watch market 
experienced a ‘super cycle’ between 2004 and 
2014 driven by Chinese corporate gifting which 
benefited all luxury goods players, including 
Richemont, with nearly five out of every 10 luxury 
watches sold to Chinese consumers. This artificial 
demand inflated luxury watch sales by roughly 
20%. When Xi Jinping became president in late 
2013, he implemented a clampdown on corruption. 
This saw a sharp fall-off in the demand for gifting 
beneficiaries such as watches and expensive spirits 
like cognac.

The result was a painful reset for the earnings 
of Richemont’s Specialist Watchmakers division. 
Richemont has been proactive by buying back 
excess stock from the wholesale channel to prevent 
discounting, thereby protecting brand equity. 
Supply chain disruptions at competitors, coupled 
with strong consumer demand and tight cost 
control, has resulted in recent reported earnings 
recovering to above pre-pandemic levels and 
operating margins approaching previous peaks.

Offsetting the positives of the investment case 
is the uncertainty around the turnaround of 
Richemont’s fashion and accessories business as 
well as its omni-channel strategy, which comprises 
its investment in Yoox Net-A-Porter (YNAP) and the 
partnerships with Alibaba and Farfetch. Both have 
been loss-making and remain a drag on group 
earnings. Richemont has recognised the impor-
tance of online retail well ahead of its peers and 
discussions with Farfetch are well-advanced to 
create a neutral online platform for luxury groups 
to expand their reach beyond that of physical 
stores. If concluded successfully, this will eliminate 
losses.

The positive attributes of the Richemont invest-
ment case are well-known and the market 
rewarded the company, and other listed luxury 
peers such as LVMH (Moët Hennessy Louis Vuitton 
SE), Kering and Hermès, by ascribing a high 
price-earnings multiple in valuing it. Richemont 

A HIGH-QUALITY BUSINESS AT AN ATTRACTIVE 
RATING

Richemont is a high quality, globally diversi-
fied hard luxury business that owns some of the 
world’s most desirable and enduring heritage 
brands. These brands have legacies that span 
centuries and cannot be easily replicated, which 
raises the barriers to entry for competitors and 
provides a significant level of protection  from 
technological disruption. The aspirational nature 
of its enviable brand portfolio affords Richemont 
significant pricing power and allows it to enjoy 
healthy margins over time. Richemont’s earnings 
are extremely high quality, denominated mainly 
in developed market currencies (largely euros and 
US dollars) and is supported by cash (10-year free 
cash flow conversion of approximately 90%). It 
boasts a fortress balance sheet (approximately 8% 
of market capitalisation comprises net cash) and 
a stable ownership structure that ensures that the 
business is managed for the long-term.

UNRIVALED HERITAGE

The global jewellery market is highly fragmented, 
with the market share of branded jewellery 
estimated to be around 25%. Branded jewellery 
is expected to continue to gain share  as consid-
erations such as authenticity, sustainability, store 
of value and display of status become increasingly 
important for consumers. 

Richemont is extremely well-positioned to benefit 
from these structural tailwinds by being the largest 
player and owning the best branded jewellery 
portfolio, which includes  key brands such as 
Cartier and Van Cleef & Arpels. These brands 
have unrivaled heritage and are highly desired 
by consumers, boasting the top three most sold 
jewellery lines in the world, namely Love and Trinity 
by Cartier and Alhambra by Van Cleef & Arpels. 
This lays the foundation for multi-year earnings 
growth.

Richemont has a healthy exposure to emerging 
markets (approximately 58% of group revenue) 
with aspirational consumers that have a high 
affinity for luxury goods. It offers investors good 
exposure to the Chinese consumer with approx-
imately 40% of sales generated from Chinese 
consumers, either in Mainland China or from 

‘AS LONG AS PEOPLE WANT TO SAY I LOVE YOU, 
OR I’M SORRY, OR I WANT TO GO TO BED WITH 
YOU, THEN WE HAVE A BUSINESS.’  
SOURCE: JOHANN RUPERT; RICHEMONT 
CHAIRMAN
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was a company we always wanted to own on 
behalf of our clients, but at the right price. After 
all, the best company can be a poor invest-
ment if one overpays. While the strong earnings 
prospects of Richemont remain unchanged given 
the structural tailwinds benefiting the company, 
it has de-rated significantly in recent years. This 
is on the back of several concerns, including the 
adverse impact of the ongoing hard lockdown 
in China, current geopolitical tensions and the 
impact on consumers’ propensity to spend on 
luxury goods (i.e. loss of the ‘feel-good’ factor), 
and rising interest rates - given the high price-earn-
ings multiples of luxury goods companies. This 
de-rating is shown in Figure 1.

LOOKING AHEAD

Richemont now trades on a one-year price-earn-
ings multiple, stripping out the net cash and 
excluding YNAP losses, of just under 17 times. This 
is extremely attractive for a global business of high 
quality and where we expect earnings to grow 
strongly for many years.

Markets remain volatile and unusual events will 
unfold time and time again, often in an unpre-
dictable fashion. It is human nature to be swept 
up in the news flow and make knee-jerk decisions 
based on emotion. At Coronation, our key strength 
is to understand and unpack events unfolding, 
focus on risk and valuations when assessed over 
the long-term, and aim to make rational decisions 
that will benefit our clients. Buying Richemont 
today when sentiment is heavily against it, is one 
of those decisions. +

Figure 1
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All information and opinions provided are of a general nature and are not intended to address the circumstances of any particular individual or entity. As a result, 
there may be limitations as to the appropriateness of any information given. It is therefore recommended that the reader first obtain the appropriate legal, tax, 
investment or other professional advice and formulate an appropriate investment strategy that would suit the risk profile of the reader prior to acting upon such 
information and to consider whether any recommendation is appropriate considering the reader’s own objectives and particular needs. Neither Coronation Fund 
Managers Limited nor any subsidiary of Coronation Fund Managers Limited (collectively “Coronation”) is acting, purporting to act and nor is it authorised to act 
in any way as an adviser. Any opinions, statements or information contained herein may change and are expressed in good faith. Coronation does not undertake 
to advise any person if such opinions, statements or information should change or become inaccurate. This document is for information purposes only and does 
not constitute or form part of any offer to the public to issue or sell, or any solicitation of any offer to subscribe for or purchase an investment, 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 event that specific funds and/or strategies (collectively 
“funds”) and/or their performance is mentioned, please refer to the relevant fact sheet in order to obtain all the necessary information regarding that fund (www.
coronation.com). Fund investments should be considered a medium-to long-term investment. The value of investments may go down as well as up, and is therefore not 
guaranteed. Past performance is not necessarily an indication of future performance. Funds may be allowed to engage in scrip lending and borrowing. To the extent 
that any performance information is provided herein, please note that: Performance is calculated by Coronation for a lump sum investment with distributions, to 
the extent applicable, reinvested. Performance figures are quoted gross of management fees after the deduction of certain costs incurred within the particular fund.
Fluctuations or movements in exchange rates may cause the value of any underlying international investment to go down or up. Coronation Fund Managers Limited 
is a full member of the Association for Savings and Investment SA (ASISA). Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management 
International (Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation 
Life Assurance Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017.


