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We strive to always put 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

The Coronation 
client charter
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Overview

Income funds have an essential role 
to play within your overall investment 
portfolio. Their purpose is to provide 
conservative investors (who may need 
to preserve capital in the short term) 
with a consistent income stream from a 
portfolio of investments. 

While the classic income fund approach 
is to achieve a return of 1%-2% over a 
pure money market fund and to deploy 
duration (interest rate risk) of no more 
than two years, not all income funds 
are of equal risk and thus return. 
The investment universe with which to 
achieve a consistent income stream 
is much more complex than that 
of equities.

As a result, it is imperative for 
conservative investors to understand 
the risk and return objectives of their 
chosen income fund and to invest in 
funds with a proven track record of 
delivering through the various interest 
rate and market cycles. 

This edition demonstrates how we 
use our broad and deep skill set to 
deliver on the risk and return objectives 
of conservative investors through 
our classic income fund solutions –
Coronation Strategic Income and its 
global equivalent, Coronation Global 
Strategic USD Income.

https://www.coronation.com/en-za/personal/funds/strategic-income/#js-overview
https://www.coronation.com/en-za/personal/funds/global-strategic-usd-income/#js-overview
https://www.coronation.com/en-za/personal/funds/global-strategic-usd-income/#js-overview
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Our classic income fund solutions

Coronation Strategic Income

Launched in 2001, Coronation Strategic Income is an actively-managed multi-asset 
fixed income fund that follows the traditional income fund approach (as described 
on page 1). With the aim of achieving a higher return than a traditional money market 
or pure income fund, Coronation Strategic Income has the following key objectives: 

Not all income funds are of equal risk

The ASISA South African – Multi Asset – Income category houses the income funds most 
commonly used by South African investors. However, it is important to note that the 
category allows for a high level of flexibility with no specific limits on risks that are 
appropriate to income investing. 

The category allows as much as 45% offshore exposure, 10% equity exposure and 25% 
property exposure. Increasing demand in this space has resulted in a wider variety of 
funds (with increasingly varying investor outcomes) as fund managers have responded 
with new fund launches. As a result, the category now comprises a significantly 
less homogenous set of options compared to a decade ago with differing risk and 
return profiles.

Preserving capital Generating a return Managing risk

Key objectives

over a rolling 
12-month period 

of cash + 2% through 
the cycle

by never taking more risk 
than is required to deliver 

on the above return profile

In order to meet this clear set of objectives, the fund combines conservative portfolio 
construction (  read more on page 7) and a limit on more volatile asset classes. 

These guardrails include:

	 a risk budget that is capped at 25%; of which

	 no more than 10% can be invested in listed property; and

	 no more than 15% in a combination of hybrid fixed-income instruments and 
offshore bonds/cash. 

https://www.coronation.com/en-za/personal/funds/strategic-income/#js-overview
https://www.coronation.com/en-za/personal/funds/strategic-income/#js-overview
https://www.coronation.com/en-za/personal/funds/strategic-income/#js-overview
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Coronation Global Strategic USD Income

Born out of the same principles that we use to manage and construct the Coronation 
Strategic Income Fund, we launched Coronation Global Strategic USD Income more 
than a decade ago in 2011. 

The fund is suitable for investors seeking to utilise their offshore allowance 
conservatively through a flexible mandate.

In order to achieve the above, Coronation Global Strategic USD Income has the 
following guardrails in place in terms of its risk budget: 

	 no more than 10% invested in listed property;

	 no more than 30% in BBB-rated corporate bonds; 

	 no more than 10% in sub-investment grade

	 a maximum of 25% in non-hedged USD exposure

On page 12 and 13, we demonstrate how the benefits of active management in local 
and global fixed-income markets have paid off for investors in these two funds.

https://www.coronation.com/en-za/personal/funds/global-strategic-usd-income/#js-overview
https://www.coronation.com/en-za/personal/funds/strategic-income/#js-overview
https://www.coronation.com/en-za/personal/funds/strategic-income/#js-overview
https://www.coronation.com/en-za/personal/funds/global-strategic-usd-income/#js-overview
https://www.coronation.com/en-za/personal/funds/global-strategic-usd-income/#js-overview
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What to expect from our classic 
income fund solutions

We apply the following fundamental principles to deliver on our domestic and global 
classic income funds’ objectives.

	 The funds will place capital at risk to outperform cash

	 Our portfolio construction is robust

	 We will avoid excessive risk for certainty of return

	 Expect cash-type returns in volatile environments

	 Our income funds are not bond funds

To outperform the risk-free rate, the funds will place capital at risk

We need to take risk to outperform cash over the long term. However, we never do this 
at the expense of our capital preservation commitment or if it risks underperformance 
of cash. 

So we set out to do this by: 

	 taking considered interest (duration) and credit risk where appropriate (see visual 
overleaf); and 

	 increasing exposure to alternative sources of return when the likelihood of 
outperformance is high (→ page 6).

The following visual explains how we take considered interest rate and credit risk, 
where appropriate, across our income portfolios. 
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To achieve our internal performance target of cash plus 2% over the long term, 
one could argue that it is as simple as constructing a portfolio comprising only of 
instruments that offer a cash yield plus 2% or more. The following graph demonstrates 
the percentage of months these asset classes have outperformed cash plus 2% since 
the inception of Coronation Strategic Income.  

Alternative sources of return with a high likelihood of 
outperforming cash by 2% or more
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Source: Coronation, as at end-August 2023 since inception of Coronation Strategic Income in July 2001
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Government 
bonds

Inflation-linked 
bonds

Preference 
shares

Listed 
property

Interest rate risk Credit risk

Interest rate risk (duration) is the risk that 
arises for bond owners from fluctuating 
interest rates. For example, when a bond’s 
fixed rate is lower (i.e., less attractive) than 
the prevailing market interest rate, the 
market price of the bond decreases (i.e., the 
value of your asset declines). The longer the 
period to maturity for the bond in issue, the 
more significant the decline in its value in 
the secondary market. 

In turn, the market price of a bond will 
increase when its coupon rate is higher 
(i.e., more attractive) than prevailing 
market interest rates. 

Credit risk arises for a lender when the 
borrower cannot return the capital at the 
stipulated time, or make the agreed-
upon interest payments. Credit risk 
associated with corporate bonds is higher 
than government bonds, as in a worst-
case scenario, the government is assumed 
to be able to print money to make good 
on its obligations. Corporates therefore 
borrow at a higher rate than governments. 
The difference between corporate and 
government bond interest rates is called the 
‘credit spread’. 

We consider all factors influencing the 
fixed interest investment cycle and actively 
manage the portfolios’ overall interest 
rate risk to optimise the expected risk-
adjusted return. In Coronation Strategic 
Income, duration is limited to <2 years. 
For Coronation Global Strategic Income, 
the average duration in the fund will 
typically not exceed three years.

We are highly cognisant of credit risk and 
only invest in corporate bonds when we 
believe that the yield compensates for the 
risk, or when there is a general rise in credit 
spreads. All credit decisions are subject to 
oversight by Coronation’s independently 
chaired Credit Committee.

https://www.coronation.com/en-za/personal/funds/strategic-income/#js-overview
https://www.coronation.com/en-za/personal/funds/strategic-income/#js-overview
https://www.coronation.com/en-za/personal/funds/strategic-income/#js-overview
https://www.coronation.com/en-za/personal/funds/global-strategic-usd-income/#js-overview
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Alternative 
sources of 

return that:

	 Inflation-linked bonds (ILBs) 
	 ILBs offer inflation protection and an 

uplift in yield during inflation upswings, 
making them a great diversifier in any 
multi-asset class portfolio. ILBs are also 
less correlated to other asset classes, 
reducing portfolio volatility.

	 Listed property 
	 It protects against rising inflation 

as rental income tends to increase in 
line with rising prices. Because price 
behaviour is more volatile than fixed-
interest investments, exposure is limited 
in our funds.

	 Floating-rate notes 
	 As the coupon payment on a floating-rate note depends 

on the level of money market interest rates and, on 
average, offers a yield pick-up of 1% over prevailing 
money market rates, we favour these instruments when 
interest rates are expected to remain flat or start to rise.

	 Corporate credit 
 	 In an improving economy (which typically coincides with 

a rising interest rate environment), the spread on good 
quality corporate credit tends to narrow, creating the 
opportunity for capital gains.

	 Preference shares 
	 Because price behaviour is more volatile than fixed-interest 

investments, exposure to this asset class is limited to 10% 
of the overall Coronation Strategic Income portfolio.

	 Convertible bonds 
	 Convertible bonds pay a lower initial coupon than 

traditional corporate credit. The convertibility allows 
investors to share in the upside from rising equity prices 
while benefiting from a fixed coupon should the share fail 
to reach its conversion price.

Protect 
against rising 
interest rates

Achieve 
diversification

Protect 
against rising 

inflation

 
However, allocating to alternative sources of return that offer protection and 
diversifying qualities (as detailed below) requires careful analysis of the prevailing 
market environment and then to dynamically adjust exposure when the likelihood of 
outperformance changes.

https://www.coronation.com/en-za/personal/funds/strategic-income/#js-overview
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Robust portfolio construction

As with equities, we believe we can add value to conservative investors in our classic 
income funds through bottom-up security selection when assets are mispriced. 
Our approach to asset allocation within the local and global fixed-income universes 
mirrors that of the broader Coronation investment team, but the process needs to be 
overlaid with certain constraints given the needs of our income fund investors. These 
constraints include allocating to a blend of assets that: 

	 can deliver on our income funds’ respective performance objectives (cash plus 2% 
over the long term or cash-like returns during volatile times); 

	 while prioritising capital preservation over 12 months; and 

	 providing liquidity to investors with immediate income needs (such as those 
drawing a regular retirement income). 

The following visual demonstrates the process in a bit more detail:

Bottom-up proprietary research
The research effort of the entire global investment team supports 
our bottom-up financial analysis of a fixed-income instrument.

Valuation
Once our research is complete, we translate the fundamentals 
of the instrument into a valuation. 

Less liquid instruments will demand cheaper valuations and, 
as such, will represent a smaller portion of the overall portfolio 
when it comes to construction.

Portfolio construction
The research and valuation steps culminate in robust 
portfolio construction where we ensure that we 

•	understand the downside for each instrument; 

•	constrain asset allocation based on liquidity; 

•	include assets with contrasting relationships; and 

• use quantitative tools to assess the portfolio’s risk profile.
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We will avoid excessive risk for certainty of return

As part of our disciplined portfolio construction process (detailed on page 7), we 
never aim to increase our income funds’ risk profile or performance by increasing the 
possibility of investor downside. 

This means that we won’t attempt to deliver more than cash plus 2% if we believe it 
will put our capital preservation commitment at risk or result in us underperforming 
cash (see chart below). To achieve this, we use quantitative modelling to arrive at 
a blend of assets that allows us to meet our risk/return target with a high degree 
of certainty.

Quantitative modelling allows us to meet risk/return targets 
with a high degree of certainty
Return distributions for Coronation Strategic Income Fund 

Source: Coronation
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Return

Cash  
plus 3%

Cash 
minus 1%

Cash 
plus 2%

Mean return

95th percentile
range

Aggressive calibration

Conservative calibration

Regular distribution

Subminimal
range

Less than cash  
minus 1%

Cash minus 1% to 
Cash plus 3%

https://www.coronation.com/en-za/personal/funds/strategic-income/#js-overview
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Cash-type returns in a volatile environment

As explained before, the need to put capital at risk through the portfolio positioning 
decisions means that our income funds will not have a linear return series like that of a 
money market fund. 

Over short measurement periods, capital at risk can fluctuate. We will, however, never 
position our income fund portfolios towards a single outcome. Instead, we create 
portfolios that comprise a diversified set of assets and always take a conservative 
approach to risk (e.g., through option protection strategies). 

Sometimes, in the short term, these funds cannot deliver on their cash plus 2% targets. 
Rising interest rate environments make it more challenging to provide cash plus 2% 
(as has been the case since November 2021). When rates are falling, it becomes easier 
to achieve this goal. However, we are confident that we can consistently deliver cash 
plus 2% through the cycle.

Don’t expect a linear return series 
But do expect 2% ahead of cash through the cycle.

Later on in the 
interest rate 
hiking cycle

Early on in the 
interest rate 
cutting cycle

Early on in the 
interest rate 
hiking cycle

Later on in the 
interest rate 
cutting cycle

1%-2% 
ahead of 

cash

Outcome 
in line with 

cash

3%-4% 
ahead of 

cash

2%-3% 
ahead of 

cash

Expected 
fund returns 

in response to 
interest rate 

cycle
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Our income funds are not bond funds

Coronation Strategic Income and Coronation Global Strategic USD Income are not 
bond funds. Both funds are actively managed multi-asset funds that can invest in a 
wide range of fixed-income instruments that may include bonds.

These funds are appropriate for investors who want to beat cash over the medium term 
(1-3 years) and can stomach more volatility than a cash-plus fund. To ensure the funds 
remain appropriate for medium-term investors, we manage them with significantly 
less interest rate sensitivity than a bond fund. We are typically more conservative in 
our credit risk management than many other funds in the domestic category. 

In turn, bond funds provide exposure to longer-dated debt instruments and, as such, 
are best viewed as an alternative to 5-year fixed deposits or as a building block 
allocation in a diversified portfolio strategy. Bond investors typically earn a much 
higher yield than income fund investors as they provide longer-term funding, but as a 
result, they are also exposed to much higher interest rate risk.

The following visual indicates where our different fixed-income fund solutions 
sit regarding return expectations, risk appetite, and time horizons. All funds are 
managed according to the same Coronation investment philosophy (disciplined, long-
term focused, and valuation-based) we apply across our entire fund range. Over and 
above the following funds, we also offer a specialist listed property fund (Coronation 
Property Equity) for investors with different return objectives and time horizons.

Our range of income funds
Choosing the right income fund for your needs

Coronation Money Market
Aims to deliver a higher return than cash suitable 
for investors who cannot stomach any volatility

Coronation Defensive Income
Aims to deliver a higher return than a money 
market fund at no extra risk but slight volatility

Coronation Strategic Income
Aims to deliver cash +2%  
by taking considered risk

Offshore 
equivalent
Coronation 
Global 
Strategic 
USD Income

Coronation Bond Fund
Aims to outperform 
the All Bond Index

Investment 
time horizon

<12 
months

1-3 
years

3-5 
years

Risk

R
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ur
n

https://www.coronation.com/en-za/personal/funds/strategic-income/#js-overview
https://www.coronation.com/en-za/personal/funds/global-strategic-usd-income/#js-overview
https://www.coronation.com/en-za/personal/funds/strategic-income/#js-overview
https://www.coronation.com/en-za/personal/funds/global-strategic-usd-income/#js-overview
https://www.coronation.com/en-za/personal/funds/global-strategic-usd-income/#js-overview
https://www.coronation.com/en-za/personal/funds/global-strategic-usd-income/#js-overview
https://www.coronation.com/en-za/personal/funds/global-strategic-usd-income/#js-overview
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55 Fully integrated investment professionals
Our fixed income team sits together with and works closely with our global and 
local equity investment colleagues to support us on local and offshore credit

Delivering on investors’ 
expectations over the long term

A competent team 

Our fixed-income team of 9 specialists is well-resourced and fully integrated into our 
global investment team of 55 professionals (see below). These specialists provide vital 
inputs to extract maximum value across the potential return enhancers (→ page 6) 
in the fixed-income universe. The team covers instruments both locally and offshore. 
And to enhance the rigour of our investment process in this universe, we share 
dual coverage with our respective local and global equity teams of the local and 
international credit issuers held within our portfolios.

Dual coverage of 
SA credit issuers with 

SA Equity team

Dual coverage of 
international credit 
issuers with global 
equity teamsGlobal 

Emerging 
Markets

10
individuals

Global 
Frontiers

4
individuals

Fixed Income 
and Listed 
Property

9
individuals

SA Equity

24
individuals

Global 
Developed 

Markets

8
individuals
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Consistently outperforming cash over more than two decades
Rolling three-year returns since inception* of Coronation Strategic Income vs 
Cash vs Cash plus 2%

Expertise that culminates in desired outcomes for conservative 
investors, both locally and offshore

Our flagship domestic income fund, Coronation Strategic Income, consistently 
outperformed cash over its more than 20-year history, as shown in the graph below. 

*July 2001

Source: Coronation, as at end-August 2023

Average monthly returns since inception of Coronation Strategic Income*

When rates are rising When rates are falling

Strategic Income Fund 0,70% 0,81%

Cash 0,64% 0,54%

2004 2008 2010 2012 2014 2016 2018 20202006 2022
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https://www.coronation.com/en-za/personal/funds/strategic-income/#js-overview
https://www.coronation.com/en-za/personal/funds/strategic-income/#js-overview
https://www.coronation.com/en-za/personal/funds/strategic-income/#js-overview
https://www.coronation.com/en-za/personal/funds/strategic-income/#js-overview
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Consistently outperforming cash over more than a decade
Rolling three-year returns for Coronation Global Strategic USD Income since 
inception* vs USD cash

* December 2011

Source: Coronation and Morningstar as at 31 August 2023
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Equally, its global equivalent Coronation Global Strategic USD Income produced 
returns ahead of cash over its more than 10-year track record. 

Key take-outs:

This outperformance of cash over rolling three-year periods (the two funds’ 
recommended investment periods) demonstrates the value of considered risk-taking 
within the fixed income universe (both locally and internationally), coupled with 
active asset allocation and instrument selection, as well as diversification into 
alternative sources of return when the likelihood of outperformance is high.

https://www.coronation.com/en-za/personal/funds/global-strategic-usd-income/#js-overview
https://www.coronation.com/en-za/personal/funds/global-strategic-usd-income/#js-overview
https://www.coronation.com/en-za/personal/funds/global-strategic-usd-income/#js-overview
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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.Annualised performance figures represent the geometric 
average return earned by the fund over the given time period. 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 Sector Conduct Authority 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 and Tax Free Investments, 
including rand-denominated Offshore 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 Offshore 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 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), 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 enquiries you can call us on 0800 
22 11 77 or email us at clientservice@coronation.com. For new applications or transactions you can email your forms 
directly to transact@coronation.com or fax us on +27 21 680 2100. For more information or to invest online, visit us on 
www.coronation.com 

Date of issue: September 2023



For enquiries you can call us on 0800 22 11 77
or email us at clientservice@coronation.com.

For new applications or transactions you can email your forms directly to
transact@coronation.com or fax us on +27 21 680 2100.

For more information or to invest online, visit us on www.coronation.com.
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