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CAPITAL GROWTH
Investors looking to achieve long-term capital growth have one great advantage − time.
Money invested generates returns that can be reinvested to achieve further returns (this
process enables compound growth). Given that compounding is an exponential rather than a
linear function, the longer investors have to invest, the greater the possibility of dramatically
multiplying their purchasing power.
When investing to fund a retirement, investors’ time horizons are measured in decades rather
than years. This means that optimal decision-making requires counter-intuitive thinking to
the short-termism that drives most market participants.
This issue looks at why we believe a long time horizon is the most reliable investment strategy
for investors looking to achieve above-average results. We outline investment concepts
that drive investor outcomes over the long term, discuss the importance of asset allocation
and diversification, and consider the implications of our long-term return expectations on a
typical balanced fund. Finally, we present our range of long-term growth solutions aimed at
meeting the needs of different investor profiles.
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CONCEPTS THAT DRIVE
INVESTOR OUTCOMES
OVER THE LONG TERM
COMPOUNDING
The power of compounding is critical to long-term wealth creation. To highlight the effect
that compounding has over long periods of time, consider the following scenario: Investors
A and B started their careers on 1 October 1973 when both were 21. Investor A decided to
invest R100 per month in the domestic equity market (FTSE/JSE All Share Index) from age 21
to 31. At 31 she elected to stop her monthly contribution, but left her accumulated capital
in the equity market until retiring on 30 September 2017 at the age of 65. Investor B also
invested R100 per month in the same equity market, but only started on 1 October 1983 at
age 31. He then continued to diligently contribute that same amount per month until he also
retired on his 65th birthday on 30 September 2017 (i.e. contributing for a period of 34 years).
>> FIGURE 1 THE POWER OF COMPOUNDING
Rm
14
12
R10 476 391
10

Investor A

8
6
4
2
R1 250 105
Investor B
1973
1975
1976
1977
1978
1980
1981
1982
1983
1985
1986
1987
1988
1990
1991
1992
1993
1995
1996
1997
1998
2000
2001
2002
2003
2005
2006
2007
2008
2010
2011
2012
2013
2015
2016
2017

0

Source: Coronation Fund Managers (end values calculated as at 30 September 2017)

The important point to note, as illustrated in Figure 1, is the significant difference between
the end values for each investor. At 65, Investor A, who only contributed for a period of 10
years and then left the investment to compound over a period of 34 years, had accumulated
an amount of more than R10 million, which is 8 times more than that of Investor B who
contributed for 34 years, but started 10 years later (and had just more than R1.2 million).
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TIME DIVERSIFICATION AND THE COST OF MARKET TIMING
A long time horizon allows investors to have a larger risk budget - making it possible to have more
exposure to growth assets with higher expected returns and the attendant variability from year to year.
In The Effective Investor (Pan Macmillan, 2009), Franco Busetti writes that ‘after compounding, time
diversification of risk is your second-best friend in the market’. The concept of time diversification refers
to the decrease in risk of holding growth assets as an investor’s investment time horizon increases.
Take for example an investment in equities. Given the volatility inherent in this asset class, the
possibility of suffering a capital loss in any one year is far greater than if you were invested in
cash or bonds. However, the longer the investment period, the lower this variability becomes.
The figure below shows the range of returns achieved by the FTSE/JSE All Share Index over
different investment time horizons (rolling 5 years, 10 years, 15 years, etc.). While the average
returns achieved are similar, the range of returns (low versus high) progressively narrows as the
investment time horizon increases.

>> FIGURE 2 RANGE OF RETURNS OVER ROLLING PERIODS
(FTSE/JSE ALL SHARE 1960 – 30 SEPTEMBER 2017)
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Allowing the benefit of time diversification to work in your favour, requires patience over a long
period. Investors are often tempted to time markets in the pursuit of even better outcomes by
switching funds. This inevitably leads to wealth destruction. For example, an investor who missed
out on only the 25 best days for the local equity market over the past 15 years, would have earned
an annualised return of 8.2% compared to the 14.8% annualised return that could have been
earned had he/she remain invested for all 5 468 trading days (as illustrated in Figure 3).

INVESTED
FOR ALL 5 468
TRADING DAYS

25 BEST DAYS
MISSED

50 BEST DAYS
MISSED

Coronation Fund Managers and IRESS as at end-September
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>> FIGURE 3 THE COST OF MARKET TIMING
(IMPACT ON ANNUALISED RETURN HAD YOU MISSED THE BEST DAYS)
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THE IMPORTANCE OF AVOIDING NEGATIVE RETURNS AND FOCUSING ON
LONG-TERM CUMULATIVE PERFORMANCE
In the performance assessment process, our evolutionary biases make us prone to place
too much emphasis on recent performance and the consistency of outperforming market
indices, but don’t give enough credit to managers who can preserve value in down markets.
The following case study talks to some of the pitfalls in assessing investment performance.
Figure 4 shows three hypothetical scenarios in which the market delivers a cumulative
return of only 6% over five years. In the first scenario, the ‘steady fund manager’ delivers
the perceived holy grail: consistent outperformance of 4% every single year. In the second
scenario the ‘lumpy fund manager’ delivers the same aggregate alpha* over the five years
of 20%, but its performance is lumpier. In scenario 3 the ‘bear market manager’ also delivers
the same aggregate active return, but does it all in the first year (which happens to be the
only down year in the period).
Over the full period, the final outcomes for the three managers’ clients are materially different
and completely at odds with what we intuitively would have expected! The ‘steady manager’
delivered a compelling cumulative return of 31%, the ‘lumpy manager’ did even better with
39%, but the ‘bear market manager’ did best with 49%.

>> FIGURE 4 HYPOTHETICAL COMPARISON OF FUND MANAGERS
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Source: Coronation Fund Managers
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What this case study demonstrates is that as much as we desire consistent outperformance
year in and year out, the ‘steady manager’ ultimately delivered the lowest value-add, beaten
by the ‘lumpy manager’ whose alpha* was more inconsistent. But ultimately, the manager
who did best was the one that delivered in a down year and then delivered only the market
return for the next four years.
As observers, our expectations of cumulative performance are often very different from
reality. This is why Coronation so consistently argues that it is the cumulative, long-term
performance of an investment house that matters. Assessment periods of less than five
years have little value. They usually reflect only one part of a market cycle and don’t capture
what really matters: the actual capital accumulated by clients over the full period of their
investment with that fund manager.

*Alpha
The industry term used to describe the difference between the return of an
actively managed fund and that of the market index. In the case of Coronation’s
unit trust funds, we always show alpha after all management fees and fund costs
have been taken into account. If the investor receives zero alpha, it means the
earned return is equal to that of the market.
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ASSET ALLOCATION AND DIVERSIFICATION
Investment markets are not static. New opportunities arise as companies, industries, countries
and asset classes develop and contract. Relative valuation levels between local, developed
market and other emerging market assets, as well as between equities, bonds and cash,
change over time. The emergence of new asset classes such as inflation-linked bonds, or a
deepening of an existing asset class through new listings and more activity (as was the case in
the domestic listed property market) add to the investable universe. Regulations that restrict
or enhance the freedom to invest in foreign markets change. Investors can therefore enhance
their eventual outcomes by making good strategic and tactical asset allocation decisions in
response to this dynamic environment.
While equities typically have the highest expected return over time (as we will illustrate in
Figure 9 on page 14), this is not always the case. Market price levels can change both for
fundamental (i.e. sustainable earnings and dividend growth) and sentimental reasons (i.e.
investors in aggregate are more/less optimistic and hence prepared to apply higher/lower
ratings to companies). This insight supports the use of a strict valuation discipline when
deciding what the optimal portfolio structure should be, informed by the difference between
current price levels and well-considered long-term fair values in different markets.
Figure 5 illustrates how the asset allocation of our flagship balanced fund, Coronation Balanced
Plus, has changed over the past 10 years. The stand-out features are:
Our comfort with temporarily holding relatively high levels of cash at times when we
believe valuations to be stretched in higher return/higher risk alternatives such as bonds,
property and equity; and
The increase in offshore equity exposure over time, primarily at the expense of local
equities. This trend was partly due to regulatory action, as exchange control limits were
gradually relaxed to the current 25% foreign asset limit, but more importantly, driven by
the more attractive relative valuation of global compared to local shares.

The return expectations underpinning the fund’s current asset allocation are explained
in more detail in the following section.
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>> FIGURE 5 ASSET ALLOCATION FOR CORONATION BALANCED PLUS
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EXPECTED
RETURNS
The expected rate of return on a portfolio of assets is an important, but difficult, input in
the investment planning process. Important, because the investor’s current contribution
level with which he/she aims to achieve a specific investment objective in the future will vary
dramatically based on the discount rate (or expected rate of return) selected. If you are too
optimistic, the investor will end up with less purchasing power than required, but if you are
too conservative, the investor will unnecessarily defer consumption, thereby reducing quality
of life in his/her younger years. Difficult, because the future is by its very nature uncertain
and we have at best partial information to inform our forecasts.
Note that the long-term saver is primarily interested in the real, or after-inflation, rate of return.
Inflation measures the general increase in prices over time. If the rate of return selected equals
the inflation rate, the investor is merely protecting the purchasing power of what has been
saved. It is only the real return that can be viewed as a ‘reward’ for delaying gratification, as
earning a positive real return will enhance an investor’s eventual purchasing power.
A good starting point in setting prudent return expectations is to look at the very long-run
asset class returns (Figure 6): growth assets (property and equity) produced a real rate of
return in the 7% – 8% range, while income assets (cash and bonds) earned 1% – 2%. This
implies an expected long-run real rate of return of around 5% p.a. for a typical balanced
fund (assuming exposure of between 70% – 75% to growth assets and between 25% – 30% to
income assets). Actual real returns achieved over the past decade were, with the exception
of SA equity, in line with the long-term average, explaining why the typical balanced fund
achieved a real return of 2.5% p.a. Coronation Balanced Plus, due to a positive active return
contribution, achieved a real return of around 4.7% p.a. over the same period.
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>> FIGURE 6 ANNUALISED REAL RETURNS PER ASSET CLASS
(PAST 10 YEARS AND 5 YEARS VS 117* YEARS TO 30 SEPTEMBER 2017)
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After a sustained period of below-average returns, our 10-year forecast for local equity is now
slightly above the experience of the last decade as a result of more attractive valuations. The
strong performance from global markets have contributed to global equities outperforming
local equities over the past decade and warrant caution in future expectations. Current market
conditions, influenced by extraordinary monetary policy accommodation and relatively full
valuation levels lead us to a lower return forecast range for both global equity and global
bonds (as set out in Figure 7). However, it is reasonable to expect better returns from the
average balanced fund over the next decade based on a more favourable outlook for local
growth assets. Based on the mid-point of our 10-year return expectations and asset allocation
based on the composite index we use as benchmark for Coronation Balanced Plus, it is prudent
to assume a weighted real rate of return of around 4% p.a. for the typical balanced fund.

>> FIGURE 7 EXPECTED ASSET CLASS RETURNS
PAST 10 YEARS (ZAR) %
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Source: Deutsche Bank as at 30 September 2017 and *Coronation Fund Managers forecasts. While these forecasts are not
guaranteed to occur, they are based on our best estimates for possible future returns and represent a more prudent basis for
informing planning assumptions than historical results achieved over the past decade.
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IMPLICATIONS FOR INVESTORS
Figure 8 shows the increase in purchasing power at different real rates of return over time.
If we use the 2.5% real rate of return produced by the average balanced fund over the last
decade as a basis, we see an increase in purchasing power of 1.28 times over 10 years, and
2.69 times over 40 years - a reasonable reward for delaying consumption. However, if we
increase the real rate of return to 5%, as has been achieved by Coronation Balanced Plus
over the last decade, your purchasing power increases to 1.63 times over 10 years and to 7.04
times over 40 years. Being able to add that additional alpha of 2.5% p.a., improves purchasing
power by 25% - 30% after a decade, and more than doubles purchasing power over 40 years.

>> FIGURE 8 INCREASE IN PURCHASING POWER
REAL RATE OF RETURN (%. p.a.)
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Source: Coronation Fund Managers
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THE VALUE OF ACTIVE RETURNS
Coronation, like all active managers, pursues the outperformance of market indices or
benchmarks (net of the fees we charge and costs that our portfolios incur). Since the launch
of Coronation Balanced Plus in 1996, we have added 1.6% p.a. to the returns produced by
its benchmark (comprising a combination of indices representing local and global equities,
bonds and cash), and 2.4% p.a. more than the fund’s average competitor. Both measures of
outperformance are shown after the deduction of all our management fees and portfolio
costs. If we are able to achieve a similar rate of outperformance in future, it could mean the
difference between achieving a 2.5% and 5% real rate of return (as discussed on page 12).
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THE CASE FOR
BEING PATIENT
At Coronation, we have an unwavering commitment to investing for the long term.
We believe an emphasis on valuation discipline over the appropriate time horizon increases
the probability of achieving above-average returns. All our actions are aimed at ensuring that
we analyse, debate and ultimately value businesses based on their long-term fundamentals.
We do not chase share prices or constantly react to the most immediate news flow. By working
hard to retain the trust of our clients, we are able to examine how a business performs
through multi-year cycles, and this is what we believe gives us a distinct advantage over our
average competitor.
Figure 9 illustrates the compelling results, in real terms, that are available to investors who are
willing and able to put money in the equity market for very long periods of time (regardless
of the sentiment of the day) and then let the power of compounding work for them (as
detailed on page 2). While an investor who committed R1 to local bonds and/or cash would
have seen an increase of 2 to 3 times in their purchasing power over the past 56 years, an
equity investor who made the same commitment would be able to buy 104 times more today.
>> FIGURE 9 REAL PERFORMANCE OF SA EQUITIES, BONDS AND CASH
(AS AT 30 SEPTEMBER 2017)
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In Figure 10 we illustrate the rewards of adding an active return (as discussed on page 13)
to that of the market by having remained invested with Coronation over the long term. An
investment in the local equity market more than 20 years ago would have grown your capital
just more than 13 times (in nominal terms), whereas a similar investment in the Coronation
Equity Fund, which has outperformed the market by 3.1% p.a. after fees (a seemingly small
number), would have grown your capital by almost 25 times.

>> FIGURE 10 CORONATION EQUITY
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The conclusion is as simple as it is compelling. Invest in the equity markets for long periods
of time, stick with winning fund managers for the long haul, and the power of compounding
will do extraordinary things for you.
Yet most investors capture only a small fraction of the market return over time. This is because
financial markets (and the performance cycle of a fund manager) typically turn when investors
least expect them to. Often, the moves are large and, for that reason, a high percentage
of the returns that patient investors earn over the long term are made in a surprisingly few
trading sessions. For example:
Since 1960 investors who were not invested in the SA equity market for 13% of those
trading months received zero return over the 57-year period.
Over Coronation’s entire history as an investment house, investors who missed out on
only 7% of our trading months received zero alpha over that 24-year period.
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OUR LONG-TERM
CAPITAL GROWTH
SOLUTIONS
Coronation offers a range of funds specific to achieving long-term capital growth. These
include both domestic and international multi-asset and equity-only funds as listed on pages
18 and 19.
We strongly believe that multi-asset class funds address the majority of investor needs and
reduce the complexity of decisions the investor needs to make. They diversify risk across
asset classes; reduce the risk of poorly timed asset allocation decisions, and allow investors
to invest with a manager who has the skill and experience to invest beyond equities, bonds
and cash into niche asset classes.
But not all multi-asset funds are the same. Different funds meet the needs of different investors.
The level of risk that an investor is willing and able to take, as well as appetite for offshore
exposure, will determine which fund is right for their needs.
For the more sophisticated investor who prefers to construct his or her own portfolio, we offer
equity-only funds that can be used as building blocks, namely: domestic equity-only - Top 20
and Equity, and international equity-only - Global Emerging Markets, Global Opportunities
Equity and the more recently launched Global Equity Select. Details on each fund are included
in the following tables.
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>> FIGURE 11 DOMESTIC MULTI-ASSET AND EQUITY FUNDS
FOR LONG-TERM GROWTH
EQUITY-ONLY

EQUITY-ONLY

MULTI-ASSET

MULTI-ASSET

FUND NAME

CORONATION
TOP 20

CORONATION
EQUITY

CORONATION
BALANCED PLUS

CORONATION
MARKET PLUS

BENCHMARK

FTSE/JSE Capped
All Share Index
(CAPI)

Composite: 87.5%
local equity, 12.5%
international equity

Composite: 67%
equity (52.5%
local and 14.5%
international), 33%
income assets
(22.5% local bonds,
5.5% international
bonds, 5% local
cash)

Composite: 67%
equity (52.5%
local and 14.5%
international), 33%
income assets
(22.5% local bonds,
5.5% international
bonds, 5% local
cash)

FUND DESCRIPTION

A focused portfolio
of our top stock
picks on the JSE.

Best equity view (less
concentrated exposure than Top 20).

Best investment
views across all asset
classes for retirement savers.

Best investment
views across all asset
classes for discretionary savers.

October 2000

April 1996

April 1996

July 2001

ANNUAL RETURN
(SINCE LAUNCH)

19.2%
*14.7%

16.5%
*13.4%

15.2%
*13.6%

16.8%
*14.1%

ANNUAL RETURN
(LAST 5 YEARS)

12.5%
*12.8%

13.7%
*13.3%

12.1%
*12.1%

12.9%
*12.1%

BEST PERFORMING
12 MONTHS

May 2005 - Apr 2006:
68.90%

Aug 2004 - Jul 2005:
62.50%

Aug 2004 - Jul 2005:
49.30%

Aug 2004 - Jul 2005:
50.00%

WORST PERFORMING
12 MONTHS

May 2002 - Apr 2003:
(31.70%)

Mar 2008 - Feb 2009:
(28.70%)

Sep 1997 - Aug
1998: (17.40%)

Mar 2008 - Feb 2009:
(20.10%)

LAUNCH DATE

*Benchmark return figures are quoted from Morningstar as at 30 September 2017 for a lump sum investment and are calculated on
a NAV-NAV basis with income distributions reinvested.
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>> FIGURE 12 INTERNATIONAL RAND- AND DOLLAR-DENOMINATED MULTI-ASSET
AND EQUITY-ONLY FUNDS FOR LONG-TERM GROWTH INVESTORS
EQUITY-ONLY

EQUITY-ONLY

MULTI-ASSET

MULTI-ASSET

CORONATION
GLOBAL EMERGING
MARKETS FLEXIBLE
[ZAR]

CORONATION
GLOBAL
OPPORTUNITIES
EQUITY [ZAR] FEEDER

CORONATION
GLOBAL
MANAGED [ZAR]
FEEDER

CORONATION
OPTIMUM
GROWTH

CORONATION
GLOBAL EMERGING
MARKETS [USD]

CORONATION GLOBAL
OPPORTUNITIES
EQUITY [USD]

CORONATION
GLOBAL MANAGED
[USD]

BENCHMARK

MSCI Emerging
Markets Index

MSCI All Country
World Index

Composite: 60%
MSCI All Country
World Index, 40%
Barclays Global
Bond Aggregate.

Composite: 35%
local equities,
35% international
equities, 15% local
bonds and 15%
international bonds

FUND DESCRIPTION

Best investment
view across emerging markets.

Providing access
to the best global
equity managers.

Best investment
view across global
markets.

Best rand risk-adjusted returns from
a global multi-asset
portfolio.

FUND NAME

December 2007

August 1997

October 2009

March 1999

3.9%
*1.2% (1.246%)

6.9%
*6.0%

7.5%
*7.0%

10.3%
*7.1%

5.6%
*4.2%

9.7%
(4.1% over 10 years)
*11.6%
(4.8% over 10 years)

7.2%
*6.8%

8.3%
(4.2% over 10 years)
*4.1%
(3.5% over 10 years)

BEST PERFORMING
12 MONTHS

Mar 2009 - Feb 2010
96.02%

Apr 2009 - Mar 2010:
56.9%

Jul 2010 - Jun 2011:
23.1%

Mar 2009 - Feb 2010:
72.8%

WORST PERFORMING
12 MONTHS

Mar 2008 - Feb 2009
-51.8%

Mar 2008 - Feb 2009:
-41.3%

Mar 2015 - Feb 2016:
-14.9%

Dec 2007 - Nov 2008:
-49.2%

LAUNCH DATE
ANNUAL RETURN
(SINCE LAUNCH)

ANNUAL RETURN
(LAST 5 YEARS)

*Benchmark return
• Returns are quoted in USD for the oldest fund.
• Figures are quoted from Morningstar as at 30 September 2017 for a lump sum investment and are calculated on a NAV-NAV basis
with income distributions reinvested
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Disclaimer:
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 thereof, 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 information. Neither Coronation Fund Managers Limited, Coronation Management
Company (RF) (Pty) Ltd nor any other 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. Coronation endeavours to provide
accurate and timely information but we make no representation or warranty, express or implied, with respect to the
correctness, accuracy or completeness of the information and opinions. Coronation does not undertake to update,
modify or amend the information on a frequent basis or to advise any person if such information subsequently
becomes inaccurate. Any representation or opinion is provided for information purposes only. Unit trusts should
be considered a medium- to long-term investment. The value of units may go down as well as up, and is therefore
not guaranteed. Past performance is not necessarily an indication of future performance. Unit trusts are allowed to
engage in scrip lending and borrowing. Performance is calculated by Coronation for a lump sum investment with
income distributions reinvested. All underlying price and distribution data is sourced from Morningstar. Performance
figures are quoted after the deduction of all costs (including manager fees and trading costs) incurred within the
fund. Note that individual investor performance may differ as a result of the actual investment date, the date of
reinvestment of distributions and dividend withholding tax, where applicable. Where foreign securities are included
in a fund it may be exposed to macroeconomic, settlement, political, tax, reporting or illiquidity risk factors that
may be different to similar investments in the South African markets. Fluctuations or movements in exchange rates
may cause the value of underlying investments to go up or down. The Coronation Money Market fund is not a bank
deposit account. The fund has a constant price, and the total return is made up of interest received and any gain or
loss made on any particular instrument, in most cases the return will merely have the effect of increasing or decreasing
the daily yield, but in the case of abnormal losses it can have the effect of reducing the capital value of the portfolio.
Excessive withdrawals could place the fund under liquidity pressures, in such circumstances a process of ring-fencing
of redemption instructions and managed pay-outs over time may be followed. A fund of funds invests in collective
investment schemes that levy their own fees and charges, which could result in a higher fee structure for this fund. A
feeder fund invests in a single fund of a collective investment scheme, which levies its own charges and could result in
a higher fee structure for the feeder fund. Coronation Management Company (RF) (Pty) Ltd is a Collective Investment
Schemes Manager approved by the Financial Services Board in terms of the Collective Investment Schemes Control
Act. Unit trusts are traded at ruling prices set on every day trading. Forward pricing is used. For Domestic Unit
Trust Funds, including rand-denominated International Unit Trust Funds, fund valuations take place at approximately
15h00 each business day, except at month end when the valuation is performed at approximately 17h00 (JSE market
close). For these Funds, instructions must reach the Management Company before 14h00 (12h00 for the Money
Market Fund) to ensure same day value. For International Unit Trust Funds that are denominated in a foreign currency,
fund valuations take place at approximately 17h00 each business day (Irish Time) and instructions must reach the
Management Company before 12h00 (SA Time) to ensure the value of the next business day. For Tax-Free Investment
and Retirement Products, fund valuations take place at approximately 15h00 each business day, except at month end
when valuation is performed at approximately 17h00 (JSE market close). For these Products, instructions must reach
the Management Company before 14h00 to ensure the value of the next business day. Additional information such as
fund prices, brochures, application forms and a schedule of fund fees and charges is available on our website, www.
coronation.com. Coronation Fund Managers Limited is a Full member of the Association for Savings & Investment
SA (ASISA). Coronation Asset Management (Pty) Ltd (FSP 548) and Coronation Investment Management International
(Pty) Ltd (FSP 45646) are authorised financial services providers.

For enquires you can call us on 0800 22 11 77 or email us at clientservice@coronation.co.za.
For new applications or transactions you can email your forms directly to transact@coronation.co.za
or fax us on +27 21 680 2100.
For more information or to invest online, visit us at www.coronation.com.
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THE CORONATION
CLIENT CHARTER
> 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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