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The fast view
	ɽ Quoted fixed income rates often differ (simple versus 

compound). Be sure to compare like-for-like, as the impact 
can be material.

	ɽ In a rate-hiking cycle, cash yield (as offered by a fixed 
deposit) does not need to be your only source of return in 
a flexible fixed income fund.

	ɽ In the most recent rate-hiking cycle (2014-16), Ninety One 
Diversified Income Fund outperformed a 3-year fixed 
deposit 90% of the time, on average by 0.2% p.a., with the 
additional benefit of daily liquidity.

	ɽ Over the long term (through the cycle), Ninety One 
Diversified Income Fund has participated meaningfully in 
bond market rallies, and protected the portfolio in sell-offs, 
delivering investors a 1.1% p.a. return above cash net of 
fees over the long term.
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The rising interest rate environment is making fixed deposits optically 
more attractive. Unfortunately, things are not always what they seem. 
Therefore, it is important to be careful when comparing quoted 
interest rates. This is because, in many cases, fixed deposits are 
quoted as ‘interest to maturity’, which is a euphemism for a simple 
interest rate. This differs from the standard yield-quoting convention 
of fixed income securities, which are usually quoted as nominal 
annual compounded semi-annual rates (NACS). 

To give you a sense of how different these rates can be, a 3-year 
fixed deposit, which is currently quoted with an ‘interest to maturity’ 
of approximately 9.7% has the equivalent NACS yield of 8.7%;  
a difference of 1%. In fact, when converting this simple interest 
rate into its NACS equivalent the average difference over time has 
equated to around 100 basis points. This means that when looking at 
3-year fixed deposit rates, you can typically subtract up to 1% from 
the quoted yield before comparing it to the yield offered by other 
fixed income securities!

Yield is not the be-all and end-all

Importantly, in a rate-hiking cycle, as we are currently experiencing, 
cash yield does not need to be your only source of return. 

The following chart illustrates the real interest rate path of each 
hiking cycle in the past 20 years (2002, 2006 – 2008, 2014 – 2016, 
and the current cycle, starting in 2021). In our search for learnings 
from these previous hiking cycles, we found that the 2014 – 2016 
cycle most closely represents the current cycle. This is because both 
now and in 2014, the starting real rate (being the current repo rate 
minus future inflation expectations) is/was negative.

Figure 1: The path of real interest rates in previous rate-hiking cycles

Source: Bloomberg, Haver & Ninety One, August 2022.

Jan02 - Oct02 Jul06 - Jul08 Feb14 - May16 Dec21 -

-2
-1
0
1

2
3
4
5
6
7
8

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27

Re
al

 ra
te

Months since first hike



Drivers of return in an interest rate-hiking cycle

3

We also noted that the difference in interest rates (often referred 
to as the spread) between 3-month cash and 3-year fixed deposits 
was at their widest at the beginning of each hiking cycle. This spread 
then typically narrowed/tightened as short-term cash interest 
rates priced in the subsequent increases in the repo rate, with the 
result that subsequent 3-year annualised cash returns typically 
outperformed their starting yields by approximately 1% p.a. in a 
rate-hiking cycle.

What then delivered the better 
investment outcome?

To determine which of a flexible fixed income unit trust fund, where 
we used the Ninety One Diversified Income Fund as a proxy, or a 
3-year fixed deposit delivered the better outcome for investors 
during the rate-hiking cycle of 2014 – 2016, we compared the 
differences in total return and yield of the Ninety One Diversified 
Income Fund and a 3-year fixed deposit over this period. The chart 
overleaf deconstructs the results of this analysis, with the solid gold 
line showing the annualised return of the 3-year fixed deposit, versus 
the return decomposition of the Ninety One Diversified Income Fund. 
Where the stacked bars are above the solid gold line, the Ninety One 
Diversified Income Fund outperformed the 3-year fixed deposit, 
and vice versa:

	ɽ 	The dark green bars are the initial cash yields. During the early 
stages of a hiking cycle, this yield is lower than its level at the end 
of the cycle. However, the spread between cash yields and fixed 
deposits tightens as cash rates increase further into the rate-
hiking cycle, as increases in the repo rate start to take effect.

	ɽ 	The teal bars show the performance of cash relative to its own 
initial yield. You can see that cash positively outperforms its initial 
yield over a 3-year horizon. This means that you would typically 
receive close to 1% more than what the cash yield implies 
at inception.

	ɽ 	The pink bars illustrate the annualised return above 3-month 
cash delivered by the Ninety One Diversified Income Fund, 
affirming the benefits of a flexible fixed income mandate and 
active portfolio management, as discussed further below.
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It is worth noting that the material impact of ‘Nene-gate’ on financial 
markets post the shock firing of then Finance Minister, Nhlanhla Nene 
in December 2015, and the resultant short-term underperformance 
of Ninety One Diversified Income Fund in December 2015 and early 
2016 - the short-term spike in yields provided investors with a unique 
opportunity to lock-in very attractive term deposit rates.
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Figure 2: Comparing the total return of the Ninety One  
Diversified Income Fund and a 3-year fixed deposit

Source: Statpro, Bloomberg, Haver & Ninety One, August 2022

In summary, during this previous rate-hiking cycle the Ninety One 
Diversified Income Fund outperformed 3-year fixed deposits 
approximately 90% of the time, with an average outperformance 
of almost 0.2% p.a. And this, with the additional benefit of almost 
immediate access to your money, as opposed to locking it up for 
3 years. In addition, early withdrawal penalties may be charged when 
accessing a fixed deposit prior to maturity. 

The decision to lock up 
money at a fixed rate 
may prove riskier than 
investors realise. 

Given the uncertain political, economic and investment 
environment, the decision to lock up money at a fixed rate 
may prove riskier than investors realise. For example, if fiscal 
deterioration leads to continued higher yields, the Ninety One 
Diversified Income Fund’s flexible investment strategy allows 
the fund to adapt and exploit opportunities, whereas the fixed 
deposit yield will remain static. 
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Ninety One Diversified Income Fund, 
designed to participate and protect

The benefit of the Fund’s flexible fixed income mandate is not just 
evident in rate-hiking cycles, but importantly through the cycle. 
This is evidenced in the following chart, which illustrates the ability 
of flexible fixed income funds, such as the Ninety One Diversified 
Income Fund, to make use of a myriad of investment opportunities to 
diversify risk and enhance the yield of a portfolio. This flexibility has 
proven extremely attractive and beneficial to investors. 

Figure 3: Participating and protecting: average rolling 12-month 
excess returns over cash
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Source: Ninety One and Bloomberg. Returns are based on lump sum investment, NAV based, 
inclusive of all annual management fees but excluding any initial charges, gross income 
reinvested, fees are not applicable to market indices, where funds have an international 
allocation, this is subject to dividend withholding tax, in South African Rand.  
Data from 31 December 2010 to 30 June 2022.

The chart compares the return of the Ninety One Diversified Income 
Fund against the All Bond Index (ALBI) for the 11+ years since January 
2011, during periods when the ALBI outperformed cash and when the 
ALBI underperformed cash. 
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Important information

All information provided is product related and is not intended to address the circumstances of any particular individual or entity.  
We are not acting and do not purport to act in any way as an advisor or in a fiduciary capacity. No one should act upon such information 
without appropriate professional advice after a thorough examination of a particular situation. This is not a recommendation to buy, sell 
or hold any particular security. Collective investment scheme funds are generally medium to long term investments and the manager, 
Ninety One Fund Managers SA (RF) (Pty) Ltd, gives no guarantee with respect to the capital or the return of the fund. Past performance 
is not necessarily a guide to future performance. The value of participatory interests (units) may go down as well as up. Funds are traded 
at ruling prices and can engage in borrowing and scrip lending. The fund may borrow up to 10% of its market value to bridge insufficient 
liquidity. A schedule of charges, fees and advisor fees is available on request from the manager which is registered under the Collective 
Investment Schemes Control Act. Additional advisor fees may be paid and if so, are subject to the relevant FAIS disclosure requirements. 
Performance shown is that of the fund and individual investor performance may differ as a result of initial fees, actual investment date, 
date of any subsequent reinvestment and any dividend withholding tax. There are different fee classes of units on the fund and the 
information presented is for the most expensive class. Fluctuations or movements in exchange rates may cause the value of underlying 
international investments to go up or down. Where the fund invests in the units of foreign collective investment schemes, these may 
levy additional charges which are included in the relevant Total Expense Ratio (TER). A higher TER does not necessarily imply a poor 
return, nor does a low TER imply a good return. The ratio does not include transaction costs. The current TER cannot be regarded as an 
indication of the future TERs. Additional information on the funds may be obtained, free of charge, at www.ninetyone.com. The Manager, 
PO Box 1655, Cape Town, 8000, Tel: 0860 500 100. The scheme trustee is FirstRand Bank Limited, RMB, 3 Merchant Place, Ground 
Floor, Cnr. Fredman and Gwen Streets, Sandton, 2196, tel. (011) 301 6335. Ninety One SA (Pty) Ltd is a member of the Association 
for Savings and Investment SA (ASISA). This communication is the copyright of Ninety One and its contents may not be re-used 
without Ninety One’s prior permission. Ninety One Investment Platform (Pty) Ltd and Ninety One SA (Pty) Ltd are authorised financial 
services providers.

Contact information

Please visit our website at www.ninetyone.com for more information on our range of funds 
and portfolio products.

To reach our Ninety One unit trust team, please use telephone: 0860 500 900 or  
email: utclientservicessa@ninetyone.com

To reach our Ninety One Investment Platform team, please use telephone: 0860 500 100 or  
email: comcentre@ninetyone.com

Financial advisors: please contact our Advisor Service Centre on telephone: 0860 444 487

Alternatively, please contact your Ninety One investment consultant.
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Some observations:

	ɽ 	When the ALBI outperforms cash (which is does on average by 
6.9% p.a.) the Fund participates in these rallies, capturing a third 
of this outperformance.

	ɽ 	When cash outperforms the ALBI, the Fund protects the 
downside, delivering a positive 0.5% p.a. above cash.

	ɽ 	As a result, the Fund has outperformed the ALBI over the full 
period, providing a return of 1.1% p.a. above cash.

In summary, the Fund has delivered upside exposure with downside 
protection, in line with its dual objective. And while our portfolio 
construction methodology treats risk and return equally, with market 
valuations where they are and the income on offer going forward, 
we anticipate that the Fund will continue to deliver attractive returns 
relative to cash and fixed deposits. 


