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By  N E I L  P A D O A ,  H U M A I R A  S U R V É  a n d  L O U I S  S T A S S E N

GLOBAL ASSET MARKETS have had a torrid start 
to the year, with equities experiencing the worst 
first half of a year in over 50 years. In a rare, coor-
dinated sell-off, where both core asset classes 
(equities and bonds) declined, investors have had 
few, if any, places to hide in 2022 so far. Indeed, 
the declines have been widespread, with REITs 
declining 20% (according to Morgan Stanley “the 
worst start to a year on record”) and gold down 
approximately 5%. Only short-dated USD cash and 
certain commodities delivered positive returns. 

Considering this backdrop, and the fact that 
the Fund came into the year with an overweight 
position in equities, the portfolio’s returns have 
also suffered. Nevertheless, conservative fixed 
income positioning, select commodity exposure 
and a positive contribution from merger arbitrage 
positions resulted in the year-to-date return being 
within 1% of the benchmark. 

While the severity and somewhat indiscriminate 
nature of the sell-off has been painful to endure, 
it has also resulted in widespread price disloca-
tion. In equity markets, for instance, good busi-
nesses have been jettisoned alongside weak busi-
nesses, with little regard for differences between 
their long-term prospects. Across multiple industries 

and investment themes, our analysts are finding a 
range of opportunities that we consider to be very 
attractive today.

Long-time readers will know that we follow a 
valuation-driven investment research process. By 
assessing multiple factors (including the under-
lying earnings power of a business, the quality of 
management and key risks), we aim to determine 
a fair value (FV) - our estimate of what the business 
is really worth. When the price the stock is trading 
at in the market is well below our FV estimate, it 
often signals opportunity. Using these fair values 
for each stock, we can calculate a FV (and upside 
to FV) for the portfolio as a whole, which we have 
tracked over time. This is far more than a mere 
analytical exercise. As the table below shows, there 
is a strong positive correlation between the port-
folio’s estimated upside, and subsequent equity 
returns. In previous periods where the upside to 
FV has been in the 60% to 80% range, subse-
quent equity returns (over the next two years) were 
approximately double the Fund’s average equity 
return. Today, the upside within the equity portfolio 
is again in the 60% to 80% range. And while there 
are no guarantees, this is one of the reasons for our 
optimism about the portfolio’s future prospects.
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To highlight the broad range of opportunities our 
analysts see today, you can read the article by 
analysts Danie Pretorius and Chris Cheetham on 
selected examples from different corners of the 
market - spanning multiple industries and style 
factors - where we believe the long-term funda-
mentals of the businesses are not reflected in the 
valuation.  

At quarter-end, the Fund was positioned as follows:

• 64.2% in equity, excluding commodity equity 
exposure of 5.0%

• 10.1% in commodity-related assets, split equally 
between gold (the metal) and diversified miners

• 8.0% in investment-grade fixed income
• 7.7% in high yield fixed income
• 4.7% in listed infrastructure assets
• 2.3% in property
• 2.8% in merger arbitrage situations

There’s a saying in markets that you can have 
good news and you can have good prices, just 
not at the same time. While many of the news 
headlines today are bleak, much of this is already 
reflected in asset prices. Our assessment of what 
most businesses in the portfolio are worth is 
largely unchanged, but with market prices mate-
rially lower, the portfolio’s price-to-value gap 
has widened significantly, implying much higher 
expected future returns.+

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.

For detailed information on our range of unit trust funds, including highest and lowest annual return ranges, please refer to the latest fact sheet available in the fund 
centre on www.coronation.com.


