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Options for conservative, yield-hungry, dollar investors

You will see from the following graph that overnight US retail deposit
holders are still earning less than 1%, and even if you lock your money
away for a year you are still earning an interest rate of less than 3%.
Interestingly, this discrepancy is not something South African savers
are familiar with; at local banks, for example, you can earn an interest
rate similar to that of the current repo rate of 8.25% for an instant-
access deposit on an amount of over RI0O 000, and above it if you
term out your deposit (fix it, for say, 6 or 12 months).

Figure 1: US retail deposit interest rates
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Source: bankrate.com, Bloomberg.

US institutional money market investors, on the other hand, are
earning above 5% for wholesale overnight deposits, with the result
that US money market mutual funds are offering a current yield

of above 5%. By way of example, the gross effective yield of the
Ninety One US Dollar Money Fund was approximately 5.5% as at end
December 2023. This, in turn, has seen assets under management in
US money market funds explode to almost $5.9 trillion?, increasing by
as much as $370 billion (of which almost $220 billion was from retail
investors alone) in just the last 20 weeks.

2. https://www.ici.org/research/stats/mmf
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As an obvious starting point then, anyone with money in a US bank
account should consider a switch to a US money market mutual
fund where they can expect to earn at least an additional 2-3% per
annum. But now that there is yield on the table once again across
most fixed income assets, are there any alternatives for conservative
investors to further enhance their expected return above that of a
money market fund?

The short answer is yes. Conservative investors, with an investment
time horizon of at least 12 months, can now access the higher
income on offer across global fixed income assets through

the Ninety One Global Diversified Income Fund (and the rand-
denominated feeder fund version). This global fixed income portfolio
offers attractive dollar cash-plus returns for limited additional

risk; the fund specifically targets additional income of 1.5% above
US dollar cash over rolling 12-month periods, while also avoiding

annual drawdowns.

The portfolio managers, Paul Carr (based in London) and Adam
Furlan (based in Cape Town), can achieve this dual objective by
exploiting the vast global fixed income universe of sovereign
(government) and corporate debt (spanning 110 geographies),
which offer investors attractive income opportunities and a wide
range of tools for diversification to mitigate risk. Importantly,
with over seventy fixed income investment specialists in our
global investment team, Ninety One is truly unconstrained by
geography and asset class. We simply aim to invest where the best
opportunities exist, and we have the expertise and investment
process to do so.
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In designing the Ninety One Global Diversified Income Fund the
team adopted a similar approach to portfolio construction as the
successful local Ninety One Diversified Income Fund, which has

a long-term track record of participating when the South African
bond market performs well and protecting investors when the bond
market underperforms cash. Applying this investment philosophy
within a global context means that we have designed a fund -

and importantly, a neutral construct around which the portfolio
managers can take active positions - which enhances global income
whilst maintaining defensive characteristics.

The team believes that disinflation is set to continue due to monetary
policy operating with a lag (note the aggressive rate hiking cycle

we have experienced as discussed above). Further, while economic
growth will slow, their base case is not for a hard landing. “Therefore,
the fund is positioned for both yield and stability. In fact, both
disinflation and downside growth risks pave the way for interest rate
cuts in 2024,” Carr said.

Figure 2: Ninety One Global Diversified Income Fund current positioning relative
to neutral construct
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Source: Ninety One.
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Commenting on their current positioning, Furlan says credit markets
have delivered strong returns in the fourth quarter of 2023 with
longer-duration and high-yield markets now looking expensive.
“However, shorter-dated investment grade credit offers investors
attractive yields and better value from a risk-return perspective.

The fund’s position in this credit will benefit from falling inflation and
consequent rate cutting cycles, whilst offering defensive qualities in
a slowing growth environment.”

The overweight allocation to developed (DM) and emerging market
(EM) credit are realising an attractive credit spread of 1.25% above
that of the equivalent duration government bond. “Importantly,
these positions are well diversified; the DM credit holdings are
across 11 countries and 51 counterparties, and the EM credit across
13 countries and 19 counterparties. Unlike many competitors in

this space, the only exposure to South African credit (just 2%) is to
investment-grade corporates, Prosus and Anglo American, which
have most of their operations outside of SA, and a credit rating
higher than the SA government,” Furlan concluded.

As at end December, the fund’s gross effective yield was an
attractive 6.7% with a below neutral duration of 1year, and a global
average investment grade credit rating of BBB+.

In conclusion, the Ninety One Global Diversified Income Fund

is ideally suited to conservative investors looking for a yield
enhancement over US dollar bank accounts whilst doing so with a
capital protection bias, and as the global fixed income component of
a more aggressive multi-asset portfolio.



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) 3016335. The fund is a sub-fund in the Ninety One Global
Strategy Fund, 49 Avenue J.F. Kennedy, L-1855 Luxembourg, Grand Duchy of Luxembourg, and is approved under
the Collective Investment Schemes Control Act. Ninety One SA (Pty) Ltd is a member of the Association for
Savings and Investment SA (ASISA).
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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 1000r 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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