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Welcome to 
Taking Stock

Sangeeth Sewnath 
Deputy Managing Director

By definition, black swan events are not 
signposted. Few could have predicted the 
mayhem that 2020 would usher in.
With an estimated one third of the world’s population under lockdown 
and many regions closing their borders, the impact of the coronavirus 
(COVID-19) pandemic has been unprecedented. This human crisis and 
the associated demand shock coincided with the Saudi Arabia- and 
Russia-led oil price war and subsequent collapse in the oil price. 
Market weakness itself then became the third shock, with liquidity 
drying up as investors desperately sought to raise cash and de-lever. 

These three shocks combined to result in the massive price action and 
dislocation across all asset classes, sealing a quarter that is one for the 
history books. The numbers reveal the magnitude. The S&P 500 Index 
experienced its fastest sell-off in history, shedding 30% in 22 days. 
This is only comparable to two other times in history – the start of the 
Great Depression in 1929, when it took 31 days to fall by 30% and the 
Black Monday stock market crash in 1987, when it took 38 days.

Welcome
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Over the first quarter, global markets, as represented by the MSCI All 
Country World Index, fell 21.3% in dollar terms. The rand shed a 
staggering 27.7%. The only silver lining to that dreadful number would 
be if you had had some exposure to offshore equities. The rand 
weakness translated into a 9.9% return from global equities in rand 
terms. The All Bond Index ended the quarter 8.7% weaker, but it lost 
10% for the month of March, its worst month in history. The Moody’s 
downgrade of South Africa to ‘junk’ status on 27 March clearly put 
further pressure on our domestic bond market. The All Share Index 
mimicked global markets, ending the quarter down 21.4%. 

Unsurprisingly, many investors panicked and scrambled to the 
perceived safety of cash and fixed income assets. When looking at the 
flows in the collective investment schemes industry over the last two 
months, it is clear that people either moved wholesale into money 
market funds or into bond funds. The big losers over the quarter were 
the multi-asset high equity and low equity categories. 

What should investors be doing? Ultimately, the holy grail in this 
environment is a calm client, a good independent advisor and an 
experienced asset manager. Ideally, the investor who could lay claim 
to this combination would have had their portfolio structured correctly 
for their long-term outcomes and would therefore be doing nothing. 
The problem is that with so much going on around us, it is 
psychologically incredibly difficult to do nothing. 

For you as advisors, it is important that you keep communicating 
with your clients so that they know you’re thinking about them. 
Importantly, be sure not to change a good plan based on short-term 
market shocks.

Welcome

First 3 months of 2020
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Useful support for the argument to stay invested is an article in this issue of Taking 
Stock by Paul Hutchinson, in which he researched the last eight global crises, and the 
returns you would have generated if you had stayed invested (even if you had chosen 
the worst possible time to invest), versus switching in and out of the market. 

We believe it is in times like these that experienced asset managers should stand up 
and be counted. We are pleased with our performance across our range of funds. 
Key to providing these outcomes in our equity and multi-asset funds was that we 
were largely invested in very resilient businesses with strong balance sheets, while in 
our flagship Ninety One Diversified Income Fund, our portfolio managers 
demonstrated that they could stay true to the fund’s mandate to ‘participate and 
protect’. Despite the All Bond Index losing 8.7% over the quarter and many peers 
ending in negative territory, the Ninety One Diversified Income Fund posted a small 
yet positive return. Our Quality range of funds, which includes the Ninety One 
Cautious Managed, Opportunity and Global Franchise Funds, also showed resilience, 
continuing to provide dependable returns for investors.

While the market rout would have dented most investors’ pockets, pensioners 
dependent on their living annuities for income are potentially the hardest hit. We have 
fielded many questions around living annuities, and in this issue of Taking Stock, Jaco 
van Tonder addresses some of these concerns. 

I would like to end this note with a quote from a letter by Hendrik du Toit, our CEO: 

“On 1 April, Ninety One entered its thirtieth year, a year that will be remembered for 
the demerger of our business from Investec Group, our successful listing and 
rebranding, and for COVID-19 and the market reaction to the lockdowns across the 
world. Challenging times. 

“Ninety One is a business that thrives in periods of change. We are energised by the 
part we have to play in making sure that the world gets back to work, both as 
stewards of your capital and as a responsible corporate citizen. To do that, we will 
continue to focus on our primary role as capital allocators, supporting businesses in 
their hour of need as investors, while contributing towards national fundraising efforts 
in support of the battle against COVID-19. It is time to act rationally and calmly in the 
interests of all our stakeholders.”

Remember, we are in this with you. Together. 

Sangeeth Sewnath 
Deputy Managing Director

We believe it is in times like these that experienced asset 
managers should stand up and be counted.

Welcome
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Opening – ready  
or not!

Jeremy Gardiner

At a glance
 ɽ While daily infection rates vary from country to country, the world 

is slowly starting to ease lockdowns. 
 ɽ Although President Trump has not dealt with the pandemic well, his 

approval ratings are at an all-time high, improving his chances of 
re-election in November. 

 ɽ Unfortunately, the US-China relationship, which was 48 years in 
the making, appears to be over.

 ɽ South Africa has – somewhat clumsily – eased to a level 4 
lockdown, but the growth in infections will dictate whether we go 
back to level 5.

 ɽ Whatever your view on the ban of cigarette sales, we are losing 
roughly R250m a week in tax revenue (and more if alcohol sales 
were included).
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When I wrote my last article a month ago, I concluded by saying that although one 
swallow does not make a summer, it was refreshing to see the first positive headlines 
coming through on my daily news feed.

A month later, and not only is China much better, Europe flattened and mostly 
declining and America a bit of both, but everyone seems to be loosening, as though 
we’re all through the worst of the pandemic.

Some, such as the Aussies and Kiwis, seem completely on top of it, while the 
emerging markets, for reasons that are unknown but seemingly include age 
demographics, BCG vaccines and climate, have thus far fared better than the 
developed world from a health perspective. And I say thus far, as this may well 
change. Certainly, Russian and Brazilian daily infection numbers have been rising 
significantly, as have those of India (and to an extent South Africa), despite a 40-day 
lockdown and a ban on alcohol sales. This illustrates that social distancing and 
lockdown in high-density impoverished regions is near impossible.

The Brits are loosening slightly this week, despite the fact that their death toll last 
week overtook Italy, making them the highest in Europe. The British government is 
currently paying the salaries of half of Britain’s workforce through their ‘furlough’ 
scheme, which has so far cost £8bn and is due to end in June.

Meanwhile, across ‘the pond’, President Trump is worried about rapidly nearing 
elections in November and is trying everything to get the economy unlocked. He 
hasn’t had a great time managing the coronavirus crisis and is pointing fingers at 
everyone else, including the World Health Organisation, individual governors and 
China. Both he and Mike Pompeo claimed last week that they have ‘enormous 
evidence’ that the virus originated in a bio-health lab in Wuhan – which if it’s not true 
(and a lot of what he says isn’t true) is a helluva thing to say. Interestingly, the latest 
Gallup poll puts his popularity at 49%, an all-time high, while Biden apparently is 
falling, struggling to run his campaign from home and capitalise on Trump’s mistakes. 
Most likely though, the election result will now depend not only on the economy, but 
also on the coronavirus, and if numbers are worse in November, re-election will 
be unlikely.

Sadly, the US-China relationship, 48 years in the making, appears over. Last year’s 
trade war, plus this year’s corona war, have soured sentiment between the two 
countries to almost irreparable levels. And this time it’s not just the Americans; the 
world seems to be getting angry with China.

Emerging markets have thus far fared better than the 
developed world from a health perspective.

Viewpont
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Viewpoint

Back home, we’ve unlocked slightly, albeit clumsily, to level 4. A third of our workforce 
is apparently back at work. Government, after steering the ‘lockdown ship’ well so far, 
is losing its audience. Whatever the reason for continuing the cigarette ban, and 
regardless of one’s personal views on the matter, we are apparently losing 
approximately R250m a week in taxes, and probably more on alcohol. With Edward 
Kieswetter, South African Revenue Service Head, saying our shortfall this year could 
be R285bn, we need every cent that we can get!

So thankfully, infection numbers across the world are generally looking better. 
Of course, that is because the majority of the world has been in an extended 
lockdown. At least most of the Europeans are unlocking into declining numbers, 
whereas political pressure has seen most US states opening, with some of them 
unlocking into rising numbers.

Will we go back into level 5 lockdown? Heaven help us economically if we do, but the 
answer unfortunately is, quite possibly. Apparently, the extra two weeks of lockdown 
has bought us another two months to the peak, which is now anticipated in 
September. It’s all about keeping the number of people needing beds and ventilators 
within the capacity of our hospitals to provide them. As we unlock, infection/death 
numbers will be monitored, and as we rise to the point where hospital capacity is 
threatened, back inside we’ll all go.

Like you, I was surprised to receive a notification from ‘Eskom se Push’, the load-
shedding app, which has been silent for six weeks, informing me of the change in 
lockdown status to level 4. So, welcome to the new ‘abnormal’. From now on you 
should get used to notifications on lockdown status and load-shedding status. 
And hopefully, it rains enough so that we don’t have to get water restriction notices on 
top of everything.

So watch the world for the next week or two. There’s no doubt that loosening the 
lockdowns is going to spike numbers, as we’re seeing currently in Germany. Watch the 
US and watch Europe. If they rise, but not too drastically, we will hopefully follow suit.extended lockdown
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When times are tough, 
resilience counts

Clyde Rossouw 
Co-Head of Quality

Duane Cable 
Head of SA Quality

At a glance
 ɽ Capital preservation is paramount.
 ɽ Global equities still provide the best opportunity for growth.
 ɽ Bonds are our preferred local opportunity.
 ɽ SA equities have become cheaper, but stock selection 

remains key.
 ɽ The best security is in quality companies with high barriers 

to entry and pricing power.

This year has been dominated by concerns about the coronavirus 
(COVID-19) and the global economic fallout from lockdown measures 
to contain the spread of the virus. It’s been a very tough environment 
for SA investors, with very few places to hide. Most asset classes had a 
dismal first quarter – SA equities (FTSE/JSE All Share Index) was down 
21%, SA bonds lost close to 9% and listed property almost halved in 
value for rand-based investors. While global equities (MSCI All Country 
World Index) shed 21% in US dollars, the sharp depreciation in the rand 
(down nearly 28% against the US dollar) translated into a rand return 
for the index of approximately 10% over the quarter.
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Our Quality local funds, the Ninety One Opportunity Fund (High Equity 
Multi Asset) and Ninety One Cautious Managed Fund (Low Equity Multi 
Asset), have shown resilience amid difficult market conditions, 
continuing to provide dependable returns for investors. The twin 
objectives of both these funds are to outperform inflation over time 
and to protect capital in difficult periods. Diversification, active asset 
allocation and disciplined portfolio construction have been important 
tools in managing downside risk. In the current challenging 
environment, it is pleasing that over the last 12 months (end March), 
the performance for both funds is positive, while they maintain 
attractive inflation-beating returns over the longer term. 

Showing resilience in various market 
conditions 
Our oldest fund in the Quality stable, the Ninety One Opportunity 
Fund, which has more exposure to growth assets such as equities, has 
not only participated meaningfully in rising markets, but has preserved 
capital in sideways to down markets. To appreciate the value of this 
approach, it is important to look at longer periods where investors 
have experienced bull and bear markets. Since inception of the Ninety 
One Opportunity Fund (A class), 20 years ago, the fund has provided 
dependable inflation-beating returns while preserving investors’ 
capital through various market conditions, as shown in Figure 1. 

Viewpoint | Quality

Figure 1: Ninety One Opportunity Fund relative to sector average over the last 20 years* 
Average rolling 12-month performance

Source: Morningstar, dates to 31.03.20. Performance figures above are based on a lump sum investment, 
NAV based, inclusive of all annual management fees but excluding any initial charges, gross income reinvested.  
*Data since May 2000. Highest and lowest returns are those achieved during any rolling 12 months over the 
period specified. Since inception: Jul-05 43.8% and Feb-09 -15.7%.

Ninety One Opportunity A Sector average

21.3%

8.7%

-2.3%

14.2%

19.4%

5.7%

-6.5%

11.6%

Sector > 10% Sector between 0% and 10% Sector < 0% Since inception
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Local growth assets have not rewarded investors for 
taking risk
Growth assets (equities, property and commodities) play an important part in 
generating inflation-beating returns over time to ensure a sustainable income in 
retirement. Unfortunately, the performance of local growth assets has been 
disappointing, not only recently but also over the medium term. South African equities 
and property delivered poor returns over the last five years, significantly 
underperforming both inflation and local income assets, as can be seen in Figure 2. 
SA cash has been the winner, apart from global equities. 

So, how are we generating income and growth in 
our portfolios? 
If you look at the portfolio positioning of our Ninety One Opportunity and Cautious 
Managed Funds, we have significant exposure to foreign equities (via the Ninety One 
Global Franchise Fund), and we continue to prefer SA bonds to local equities. Both 
global equities and SA bonds have been important drivers of return. 

We have stuck to our guns of backing quality businesses that will help us deliver 
dependable returns for investors over time. So irrespective of market conditions, we 
remain focused on key characteristics such as solvency, liquidity, strong balance 
sheets and resilient earnings. This unwavering commitment to quality, helped us to 
materially limit drawdowns during the first quarter’s unprecedented market moves. 
Rand depreciation also helped our SA investors to achieve good returns on the 
offshore portion of the portfolios. 

Figure 2: Local assets have not rewarded investors for taking risk

Source: Source: Ninety One and Morningstar, data as at 31.03.20.
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Viewpoint | Quality
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Quality stocks tend to outperform in difficult market 
circumstances because of their balance sheet strength 
and more resilient earnings. Essentially, their financial 
strength acts as a buffer in times of market stress. We 
believe that if a company had a good business model 
going into the crisis, it will most likely continue to have 
an enduring business after this crisis. Both our multi-
asset funds have exposure to high-quality global 
equities, which include Johnson & Johnson, Roche, 
Microsoft, Visa and Nestlé. We are confident that the 
current valuations still provide investors with significant 
upside. So, global quality stocks give us the growth in 
the portfolios. 

We balance this exposure with SA government bonds, 
which provide income. The yields available on SA 
bonds are very attractive and average more than 11%. 
Even taking into account downside risk to the fiscus, 
we believe bond yields still provide a sufficient margin 
of safety. Interest rates have been slashed by more 
than 2%, and additional rate cuts may be on the cards. 
This means that cash no longer offers meaningful 
above-inflation returns. Many SA companies are also 
withholding dividends, so bonds will remain an 
important income source.

Quality stocks tend to 
outperform in difficult 
market circumstances 
because of their balance 
sheet strength and more 
resilient earnings.

Viewpoint | Quality

Will global equities continue to 
outperform local equities? 
This is a key question for asset allocators. 
The performance gap between local equities and 
global equities has become very wide, with some 
investors wondering if it isn’t time for SA equities to 
shine. The macro environment remains very tough. 
Emerging markets (EMs), particularly commodity 
producers, have been hard hit. While worldwide 
lockdown measures due to the COVID-19 crisis have 
slashed demand, the world economy was already 
slowing in late 2019. So, the environment has been 
challenging for EMs for some time now. 
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We still do not see SA companies offering meaningful growth. 
South Africa is expected to remain in a recession this year. In fact, we 
think the economy could shrink by more than 5% in 2020, depending 
on how soon the country can restore productive capacity as the 
lockdown measures are relaxed. Based on our scenario analysis, the 
range of future expectations for SA equities is quite wide and thus we 
have low conviction in our ability to call the bottom. It is therefore 
important to be selective and disciplined around security selection on 
local growth assets. While we have been increasing our allocation to 
domestic equities, we remain cautious and believe the local equity 
market may not be adequately pricing in the risks that companies may 
face in the coming months.

We prefer rand hedges such as British American Tobacco and 
Naspers, and our local holdings also include short-term insurance 
leader Santam, and the JSE. Our cash holding gives us scope to take 
advantage of opportunities at more attractive entry points. 

The sharp snap-back in global equity markets that we witnessed in late 
March, seems to suggest that investors have taken the liquidity bullet 
and run with it. We estimate there is about US$8 trillion of extra 
stimulus that has come into the financial system through monetary 
and fiscal policy measures in the US, Europe, China and the rest of 
the world. 

Investors seem to have 
taken the liquidity bullet and 
run with it. 

We still do not see SA 
companies offering 
meaningful growth.

Viewpoint | Quality
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Essentially, markets are saying that earnings and economic data are 
irrelevant. However, we believe that companies that have a dominant 
market share and a strong business model, should prove to be resilient 
during these challenging times. They will be able to survive and will 
come out stronger once the COVID-19 crisis has dissipated. We are 
mindful of the risks to global markets. However, we remain confident 
about the prospects for the concentrated collection of high-quality 
global stocks we own in our portfolios. 

In summary
We do not believe it appropriate to position the portfolio for any 
particular event or crisis. Instead, we maintain a balance of exposures 
which offers protection against a range of potential outcomes. 
Global equities continue to be our preferred asset class and bonds 
our best local opportunity. As always, we remain unwavering in our 
commitment to growing your capital in a prudent manner.

Viewpoint | Quality

We still do not 
see SA companies offering 
meaningful growth.
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What lessons can 
retirees learn from the 
Global Financial Crisis? 

At a glance
 ɽ Retirees’ requirements for income force them to make regular 

withdrawals from their investments at times when the capital value 
may have been reduced significantly.

 ɽ Uncertainty about the duration of the COVID-19 crisis and 
concerns over further market declines have caused many 
investors to switch into ‘safer’ assets.

 ɽ While the causes, magnitude and duration of previous market 
crises are always different, there are consistent learnings that we 
can glean from each. 

 ɽ We looked at three scenarios: 1. a retiree in a living annuity stays 
invested; 2. the retiree makes a permanent switch to cash;  
and 3. the retiree switches to cash and then switches back 
(market timing). 

 ɽ In our example, the strategy of remaining invested delivered by far 
the best outcome for retirees. Importantly, the capital value 
continued to appreciate but of greater significance is that the 
percentage income drawn remained within acceptable 
parameters over the near 13-year time horizon (1 January 2007 to 
31 March 2020).

Marc Lindley 
Sales Manager
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Generating returns ahead of inflation is crucial for sustainability of 
income in retirement. However, it is widely accepted that returns that 
exceed inflation cannot be achieved without taking risk. A previous 
article, The importance of growth assets for living annuity 
investors,1 penned by Ninety One Advisor Services Director Jaco van 
Tonder, discusses the need for exposure to risk assets to be able to 
grow your capital and maintain your income in retirement. This 
discipline of holding the right proportion of assets to balance risk and 
return is easy to do when markets are rising; however, it can quickly be 
forgotten by investors during a crisis when it becomes tempting to 
move to cash. 

The COVID-19 pandemic has severely compromised freedom of 
movement and has contributed to a devastating impact on local and 
global markets. To put the volatility into perspective, at the time of 
writing, this current crisis has seen the S&P 500 post its fastest ever 
30% decline, followed by a material recovery. Our local market fell 
below 37 000 points – only for it to close just below 50 000 on 
14 April. While drawdowns can be severe, inflection points in the 
market can be equally rapid and pronounced. 

Uncertainty about the duration of the crisis and concerns over further 
market declines have caused many investors to switch into ‘safer’ 
assets. However, we would caution against switching into cash, 
particularly in an environment where we have seen two 100bps rate 
cuts reducing the repo rate to just 4.25%. What’s more, there is the 
potential for further cuts. The returns from the money market over the 
past ten years are therefore not a reliable indicator of what investors 
will experience going forward.

1https://ninetyone.com/en/south-africa/how-we-think/insights/living-
annuity-an-active-solution/the-importance-of-growth-assets-for-living-
annuity-investors.

This discipline of holding the right proportion of assets to 
balance risk and return can quickly be forgotten by investors 
during a crisis.

Viewpoint

https://ninetyone.com/en/south-africa/how-we-think/insights/living-annuity-an-active-solution/the-importance-of-growth-assets-for-living-annuity-investors
https://ninetyone.com/en/south-africa/how-we-think/insights/living-annuity-an-active-solution/the-importance-of-growth-assets-for-living-annuity-investors
https://ninetyone.com/en/south-africa/how-we-think/insights/living-annuity-an-active-solution/the-importance-of-growth-assets-for-living-annuity-investors
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What about pensioners?
Retirees in living annuities face an extra challenge 
during these times. Their requirement for income 
forces them to make regular withdrawals from their 
investments at a time when the capital value has been 
reduced significantly. Many feel that selling into 
weakness to fund their monthly annuity will have a 
negative impact on the sustainability of their income 
and therefore switch into cash to preserve the value of 
their nest egg. While this instinct to try and avoid 
further capital erosion is understandable, in practice 
this behaviour  often has the opposite effect to what 
was intended. Simply preserving capital is not enough 
because its value is eroded by inflation, and this effect 
is magnified when an investor also draws an income.

While the causes, magnitude and duration of previous 
market crises are always different, there are consistent 
learnings that we can glean from each. So, what lessons 
could the Global Financial Crisis (GFC) of 2008 teach 
pensioners in navigating the current environment?

Viewpoint

To address this question, we looked at a scenario where a 
client retired at the beginning of 2007, the year in which the 
GFC began. The client invested R5 million into a living 
annuity, drawing a 5% income with the rand value of the 
income escalating by inflation each year. We then 
considered three scenarios using the Ninety One 
Opportunity Fund (the Fund) as the underlying investment: 

1 The client remained invested in the Fund 
for the entire period. 

2 The client switched out of the Fund and into cash, 
and remained there.

3 The client switched out of the Fund into cash and tried 
to time the market by switching back into the Fund a 
year later. 

Simply preserving 
capital is not enough 
because its value is 
eroded by inflation.
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We matched the rand value of the income drawn in all three scenarios. The outcome of the analysis 
(as at 31 March 2020) can be seen in Figure 1. 

Figure 1: Remaining invested delivered the best outcome

Source: Morningstar and Ninety One Investment Platform, performance net of fees, NAV to NAV, gross income 
re-invested. R5 million invested from 1.01.07 to 31.03.20, 5% income drawn from inception, with a 4.5% p.a. 
escalation on the rand value implemented at the anniversary each year. The rand value of income drawn has 
been matched in all three scenarios. For scenarios 2 and 3, the switch to cash is assumed to have taken place at 
the bottom of the market on 1.03.09 and in scenario 2, the client remained in cash for the rest of the illustration. 
In scenario 3, the switch back to the fund is assumed to have taken place on 1.03.10. The A class of the Ninety 
One Opportunity Fund was used in all the scenarios.  
The investment performance is shown for illustrative purposes only. 
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The difference in outcome is astounding:

1 Scenario one (staying invested), would have resulted in a final portfolio value of 
R8 million and the last income drawn would equate to 5.5% when expressed as a 

percentage of capital. This is particularly impressive because it also takes into 
account the recent downturn experienced in February and March 2020.

2 Scenario two (permanent switch to cash), would have resulted in an end value 
of just R3.7 million (more than 50% lower) and an income draw of 11.9% of the 

capital value.

3 Scenario three (timing the market), would have meant that the annuitant gave 
up more than 25% of the portfolio’s capital value than if the choice had been to 

remain invested. This would have resulted in an end value of only R5.8 million with an 
income draw of 7.6% of the capital value.

It is clear that the strategy of remaining invested delivered by far the best outcome 
for retirees. Importantly, the capital value continued to appreciate but of greater 
significance is that the percentage income drawn remained within acceptable 
parameters over the near 13-year time horizon (1 January 2007 to 31 March 2020). 
In the market timing scenario, the level of income has started to reach a concerning 
level and the retiree may need to consider making some lifestyle adjustments. In the 
permanent switch to cash scenario, the percentage income drawn has escalated to a 
point where the pensioner will need to come up with another plan to fund retirement 
in their later years.2 

The strong returns of the Ninety One Opportunity Fund helped deliver this outcome, 
but the manner in which they have been generated has been equally important.

Dependable returns
The Ninety One Opportunity Fund focuses on producing absolute returns; therefore, 
downside protection and avoidance of permanent loss of capital is core to the 
investment philosophy. This is particularly important for investors who are drawing 
an income.3

More stable returns increase the probability that members remain invested through 
difficult conditions where the drawdown of a more aggressive investment strategy 
might tempt them to move into cash. Over the highly volatile first quarter of 2020, 
the Ninety One Opportunity Fund (A class) showed its mettle to preserve capital for 
investors, materially outperforming its peer group (the ASISA Multi Asset High 
Equity sector). 

2The importance of picking a safe income level is discussed in this article:  
https://ninetyone.com/en/south-africa/how-we-think/insights/living-annuity-an-active-
solution/a-sensible-income-strategy-is-critical-for-living-annuity-investors
3Why volatility matters for living annuity investors: https://ninetyone.com/en/south-africa/
how-we-think/insights/living-annuity-an-active-solution/why-volatility-matters-for-living-
annuity-investors

Viewpoint

https://ninetyone.com/en/south-africa/how-we-think/insights/living-annuity-an-active-solution/why-volatility-matters-for-living-annuity-investors
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Equity-beating returns at significantly 
lower risk
Since its inception, the A class of the Ninety One Opportunity Fund 
has delivered 13.5% p.a., versus 12.7% p.a. for equities over the same 
period (approximately 20 years). This equates to a 157% improvement 
in the cumulative return. Importantly, the annualised returns have been 
delivered at half the volatility (annualised standard deviation of equity: 
17.4%; Ninety One Opportunity Fund: 8.6%). 
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Figure 2: Ninety One Opportunity Fund – producing equity-beating returns at 
half the volatility since inception

Source: Morningstar, NAV to NAV, gross income re-invested, performance net of fees from 
2.05.00 to 31.03.20. Equities represented by the FTSE/JSE Top 40 TR.

While attractive returns over time are important for long-term 
investors, the volatility of returns also has a material impact on the 
sustainability of retirees’ income. For living annuity clients in particular, 
a fund with more dependable returns is far more desirable than a fund 
with volatile performance. 
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Ninety One Opportunity Fund – delivering 
dependability for retirement savings
Finding more dependable returns regardless of market conditions 
should be the ultimate goal of all investors, whether saving for 
retirement or drawing an income from those savings. Consistently 
applying a disciplined investment process helps ensure that outcomes 
are more predictable. Balancing risk and reward, the Ninety One 
Opportunity Fund seeks to deliver steady returns to patient investors, 
even as markets fluctuate. 

The one thing that retirees are blessed with is a long investment time 
horizon. Starting with the correct investment strategy means that the 
best course of action during periods of volatility is to sit back and do 
nothing. This is easier said than done, but lessons from past crises 
indicate that by following this discipline, retirees will be rewarded by 
improved outcomes over the long term.

Viewpoint
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SA fixed income: with all 
the risks – is there value?

Peter Kent 
Co-Head of SA & Africa 
Fixed Income

Malcolm Charles 
Portfolio Manager 
Fixed Income

At a glance
 ɽ Our offshore allocation is higher than at any other period 

over the last four years. It acts as a buffer against local 
interest rate-sensitive risks and helps to offset any inflation 
risks from rand weakness.

 ɽ We favour shorter-dated bonds that are tethered to the 
SARB and less dependent on the fiscus.

 ɽ With cash rates already at the 4%-level and heading lower 
fast, our combination of bond duration and asset allocation 
maintains yields substantially above that.

 ɽ Our balance of exposures should provide some protection 
against the multitude of risks locally and globally.
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Not even the Global Financial Crisis dished up the market turmoil we faced in the first 
three months of the year. The impact of the coronavirus (COVID-19) pandemic on the 
global economy and financial markets has been unprecedented. We saw a scramble 
for liquidity as a result of this exogenous shock; there was nowhere to hide with 
massive price impacts across all markets. In the first quarter, our bond market suffered 
one of its worst ever performances (-8.7%), with foreign investors selling more than 
R50 billion worth of bonds. Moody’s finally downgraded South Africa’s credit rating to 
below investment grade, which means that from 1 May South Africa no longer forms 
part of the FTSE World Government Bond Index. 

Investors also saw ten-year bonds spike to 13.25% in late March (from below 8.75% at 
the time of the February budget). In an attempt to maintain effective monetary policy 
transmission,1 the South African Reserve Bank (SARB) restored market functioning by 
buying bonds in the secondary market – an unprecedented but justifiable move. 
Ten-year bonds are now back to trading at yields of around 10.5%. But even after a 
quarter of extreme market stress, the relentless flow of bad news has left investors 
uncertain how to digest all the changes. The SA government announced a R500bn 
stimulus package to help our economy to recover from the fallout from COVID-19. 
The SARB has also come to the party with unprecedented market intervention and 
liquidity provision, as well as aggressive interest rate cuts. Where to from here for 
fixed income assets? In this article, we unpack some of the main drivers of our fixed 
income market.

Low inflation and declining interest rates are positive 
for bonds 
Amid all the bad news and uncertainty, there are still solid reasons for liking bonds. 
Inflation and interest rates are the two key factors that drive bond markets. Both are 
declining in South Africa, which is very supportive. With inflation being under control 
for some time already, and now threatening the lower end of the SARB’s target band, 
the Bank has had plenty of room to ease monetary policy. The repo rate was 6.5% 
coming into the year, but after a series of cuts is down to 4.25%. We believe that the 
SARB still has leeway to drive rates even lower, potentially cutting the repo rate by an 
additional 50 to 100 basis points. When you take a step back and think about that 
quantum of easing – for those individuals and businesses who are paying interest on 
debt – their monthly payments will have decreased by up to a third. That is a 
significant boost to an economy struggling in intensive care.

1The process through which monetary policy decisions affect the economy and price levels.

Viewpoint | Fixed Income
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It seems strange to think that the SARB has so much room to cut rates, considering 
the depreciation in the rand this year. However, given the halt to economic activity 
and the resulting lack of demand, on top of the spectacular collapse in the oil price, 
upside inflation is not a worry. Of course, the rand is always a very important 
determinant of inflation, and its recent weakness remains a concern. However, we 
believe the rand scenarios that result in high inflationary outcomes are a long way off. 
As South Africa is an oil importer, the extent of the oil price decline has helped to 
contain inflation. Figure 1 shows our inflation forecasts for this year under different 
rand and oil scenarios. This illustrates how much further the currency needs to 
depreciate and oil needs to move higher, before the SARB needs to worry 
about inflation. 

Figure 1: The SARB has more room to cut rates: 2020 inflation scenarios

Rand
16.4 17.4 17.9 18.2 18.9 19.9 20.4 20.9

18.8 1.7% 2.0% 2.2% 2.3% 2.5% 2.8% 3.0% 3.1%

23.8 1.9% 2.3% 2.4% 2.6% 2.8% 3.1% 3.3% 3.5%

28.8 2.2% 2.5% 2.7% 2.9% 3.1% 3.4% 3.6% 3.8%

33.8 2.4% 2.8% 3.0% 3.2% 3.3% 3.7% 3.9% 4.1%

38.8 2.7% 3.0% 3.2% 3.4% 3.6% 4.0% 4.2% 4.4%

43.8 2.9% 3.3% 3.5% 3.7% 3.9% 4.3% 4.5% 4.7%

48.8 3.2% 3.6% 3.8% 4.0% 4.2% 4.6% 4.8% 5.0%

53.8 3.4% 3.8% 4.0% 4.2% 4.5% 4.9% 5.1% 5.3%

58.8 3.6% 4.1% 4.3% 4.5% 4.7% 5.2% 5.4% 5.6%

Source: Ninety One SA.

The table captures a range of outcomes for oil and the rand because markets are so 
fluid, and both have seen sharp movements in a very short space of time. We have 
assumed $34 a barrel for Brent crude oil and a dollar rand exchange rate of R18.20 
for the remainder of 2020. That gives us an inflation rate of 3.2%. The SARB is 
targeting inflation of 3% to 6%, which means 3.2% is close to the lower end of the 
band. Inflation would only start to threaten the upper limit of the SARB’s target band, 
if our currency weakened to R21 against the dollar and the oil price moved close to 
$60 a barrel. So, we believe inflation is well contained, leaving the SARB room to cut 
rates further. 
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il 
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Our economy needs all the help it can get 
The economic fallout from COVID-19 and the necessary lockdown 
measures, has been immense. South Africa had already entered a 
recession before the virus crisis hit. We estimate that just less than half 
of the economy was able to operate under the strict nationwide 
lockdown (level five). As these measures are gradually relaxed over the 
coming months, we expect 85% to 90% of the economy to be back 
on stream by September. We estimate that economic growth will 
contract by a staggering 13% over the second quarter (not 
annualised!), with some bounce back in activity towards the end of the 
year. This should give us an overall decline in GDP of 8% for 2020 with 
a high level of uncertainty (and downside risks). The government’s 
stimulus package of R500bn aims to alleviate the financial stress of 
consumers and businesses, bolster healthcare services and ultimately, 
help our fragile economy to recover. Lower interest rates are also a 
key relief measure. We are hoping for some recovery next year but 
remain concerned about the economy’s health beyond 2020 – given 
how weak the economy was, going into the crisis. 

Viewpoint | Fixed Income
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So, how will the ailing economy and the stimulus 
package impact the fiscus? 
Prior to the COVID-19 crisis, the government’s deficit for this year was budgeted to 
be 6.8% of GDP. But GDP is now expected to contract sharply, with tax collections 
suffering. On top of that, government faces additional spending pressures under the 
fiscal package. So, we expect the budget deficit to increase to approximately 13% of 
GDP, taking into account the stimulus measures. The good news is that government 
has been smart about financing the R500bn stimulus package: 

 ɽ A large portion will be funded by using banks’ balance sheets (the R200bn loan 
guarantee scheme). It will only be a contingent liability to the state and therefore 
doesn’t require extra bond issuance.

 ɽ A further R130bn will come from reprioritising spending in the existing budget. 
 ɽ The Unemployment Insurance Fund, which has a surplus of R150bn, will be 

another source of funding. 
 ɽ The government has access to R100bn in funding from multilateral agencies such 

as the IMF and the World Bank, so it could easily fund the balance of the 
stimulus package. 

Given the way it has been funded, the additional expenditure does not present a 
cash-flow problem for National Treasury and therefore is less of a near-term concern 
for the bond market. However, government’s ballooning debt, with an economy 
unable to grow, is a solvency problem. With debt to GDP now climbing to an 
estimated 80%, implementing structural reform to unshackle growth and confidence 
is crucial. The bond market’s fate (along with South Africa’s) will ebb and flow with the 
perceived ‘political willingness to reform’ – a somewhat tedious game that’s all 
too familiar.

SA bond market valuations remain attractive 
The COVID-19 crisis sparked a wave of global market risk reduction, with investors 
seeking refuge in ‘safe-haven’ and liquid assets such as developed market (DM) 
government bonds. While bond yields are low to negative in DMs, yields in emerging 
markets (EMs) have generally risen to compensate investors for the higher levels of 
risk (bond prices fall when yields rise). South African government bonds, which were 
already trading at a discount to EM peers, are now substantially cheaper in price. 
As can be seen in Figure 2, pre-2015, the yield spread of nine-year SA government 
bonds over their comparable EM peers was approximately 1% to 1.5%. This has 
steadily widened to a rate of 5.3% above EM peers. The discount (in price), while 
arguably excessive due to current market conditions, is to an extent justified – given 
the deterioration in our country’s debt metrics mentioned earlier. But it is important to 
understand what this discount could mean for us as a country when the South 
African government competes for capital globally.

Viewpoint | Fixed Income



26

Figure 2: SA nine-year bond yield versus EM spread
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The borrowing needs of governments across the world are increasing 
at unprecedented rates due to fiscal stimulus measures to bolster their 
economies. So, there will be stiff competition for capital over the next 
few years. DMs will be at the front of the queue, given their central 
banks’ ability to monetise those borrowings in a non-inflationary way. 
But South Africa’s higher yields (and deeper discount) mean it is 
further up the queue to attract foreign capital than a lot of its EM 
peers. SA bonds look cheap not only versus inflation, but also relative 
to EM peers.
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How are we positioned? 
The Ninety One Diversified Income Fund aims to ‘participate and 
protect’ – and given the terrible first quarter for all South African fixed 
income assets, it was certainly a period where we aimed to ‘protect’. 
While the All Bond Index lost 8.7% over the quarter, the Ninety One 
Diversified Income Fund avoided a quarterly drawdown and posted a 
small, yet positive return. Our active offshore allocation and bond 
downside protection were a significant help.

When thinking about approaching the opportunities going forward, it 
is important to remember that risk and return rank equally in the 
portfolio. So, we don’t seek return at the expense of risk and vice 
versa. This means that when markets are volatile, we are very 
measured in seeking opportunities. Position sizing is therefore 
important to us. 

We have painted a picture where:

1. Interest rates are heading lower, because inflation allows it.
2. Local fiscal and economic risks are large; they are being managed 

but cannot be ignored.
3. SA bonds are at a significant price discount to their EM peers.
4. There will be a global queue for capital which introduces currency 

risk and volatility.

Viewpoint | Fixed Income
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Our offshore allocation is higher than at any other period 
over the last four years.

Point 1 and 2 mean that we favour shorter-dated bonds that are 
tethered to the SARB and less dependent on the fiscus. As an 
example, the R186 bond (5.5-year maturity) ranged between 9% and 
11% in April. Given that the repo rate is 4.25% (and heading lower) and 
the SARB is supporting the secondary market, these shorter-dated 
bonds seem like good value to us.

Because the SARB’s ‘rand anchor’ (of keeping repo rates higher) is 
being lifted and global competition for capital is fierce, we think the 
rand will remain vulnerable. Our offshore allocation is therefore 
strategically higher than at any other period over the last four years. 
It acts as a buffer against local interest rate-sensitive risks and helps to 
offset any inflation risks from rand weakness.

We have maintained an underweight position in listed property for 
some time and remain cautious. We have gradually started to increase 
our allocation, focusing on the valuations of quality companies with 
stronger balance sheets. The portfolio has maintained a defensive 
investment-grade credit positioning in light of the weak local growth 
outlook in recent years. 

We have built up a decent liquidity buffer to take advantage of the 
opportunities that will arise over the near term. With cash rates 
already at the 4%-level and heading lower fast, our combination of 
bond duration and asset allocation maintains yields substantially 
above that. As outlined above, we have a balance of exposures to 
provide some protection against the multitude of risks locally and 
globally. This investment strategy has worked well for us during 
periods where we have experienced bond market volatility or rand 
weakness. 
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Cash costs money 
over the longer term 

At a glance
 ɽ Investors are believed to feel the pain of loss more than the 

pleasure of gain (loss aversion). 
 ɽ This theory is proven time and time again during market 

corrections when many investors switch from their growth 
investments to cash.

 ɽ However, an analysis of the past eight bear markets shows that the 
best action is to do nothing and remain invested.

 ɽ During uncertain times, together with your financial advisor, it is 
best to revisit your long-term financial goals and recommit to the 
plan you have put in place to achieve them.

Paul Hutchinson 
Sales Manager

Cash costs
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Loss aversion is a powerful concept in behavioural finance, first articulated by 
Kahneman & Tversky in 1979. Simply put, investors are believed to feel the pain of loss 
twice as strongly than the pleasure of gain, as illustrated in Figure 1.

Figure 1: How investors experience fund performance

Source: Based on Kahneman & Tversky’s Prospect  
Theory: An Analysis of Decision under Risk.

In Figure 1, the dark green line illustrates fund performance – on the right-hand side of 
the vertical axis performance is positive (investors make a profit) and on the left, 
performance is negative (investors make a loss). The light green line represents 
investors’ experience of that profit or loss, illustrating that the pleasure investors 
receive from incremental profits is less than the pain associated with 
incremental losses.

Unfortunately, this theory is proven true time and time again during market 
corrections such as we are currently experiencing. Unable to stomach these 
significant losses, many investors panic and switch from their growth investments to 
cash, thereby crystallising what was only a paper loss until that point.

An analysis of the Association of Savings and Investment (ASISA) industry flows 
reinforces this. ASISA has data for the periods around the last two bear markets 
(2002 and 2008) prior to the current one. Simply, in the final stages of the bull 
market, investors were pouring money into equity funds (higher risk/higher reward 
investments), and then in the year following the stock market collapse, they were 
withdrawing money from equity funds and investing the proceeds into money market 
and income (lower risk/lower reward) funds. 

Pleasure

Pain

Loss Profit

Fund performance

Investor experience

Viewpoint
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50 plus years of SA equity market 
performance - what does it tell us?
In the following section, we consider the client experience following 
all SA equity market corrections of more than 20% over the past 
50 years, including the latest correction from February 2020. 
As illustrated in Figure 2, you will note that since 1965, there have been 
no fewer than nine corrections where the market has fallen by more 
than 20%.

Viewpoint

Figure 2: History of SA bear and bull markets since 1965 (FTSE/JSE All Share Total Return (logarithmic scale)
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0.4 years
-25.8%

n/a

2.4 years
-42.5%
-20.5%

2.5 years
-58.0%
-29.3%

0.9 years
-30.4%

n/a

0.8 years
-40.4%

n/a

1.7 years
-38.8%
-25.5%

3.3 years
201.3%
39.2%

1.7 years
145.0%

71.2%

0.3 years
68.0%

n/a

4.2 years
549.4%

56.7%

3.8 years
152.1%
28.0%

5.1 years
387.6%
36.6%

10.2 years
328.2%

15.4%

5.2 years
679.5%

48.8%

10.2 years
643.0%

21.8%

0.9 years
-21.7%

-23.4%

0.3 years
-39.7%

n/a

0.5 years
-42.6%

n/a

Duration
% total return
% annualised

From the lowest close reached after the market has fallen 20% or more, to the next market high
From when the index closes at least 20% down from its previous high close, through the lowest close
reached after it has fallen 20% or more

Source: Bloomberg, Deutsche Bank and Ninety One as at 31.03.20.

Some observations:

 ɽ Bear markets are often deep, but importantly short.
 ɽ Bull markets take longer to play out, giving rise to the over-used 

phrase; ‘bull markets climb a wall of worry’, but importantly, bull 
markets more than reward those investors that stay invested.

 ɽ The recovery from the bear market is often very swift; anyone 
sitting on the sidelines is unlikely to benefit.
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With the benefit of hindsight, was the decision to switch to cash the 
right one? We believe not and point to the following analysis in which 
we have considered the outcome of two investors who both invested 
R10 000 prior to each of the last eight bear markets (i.e. at the market 
peak). Let’s call them Mo’ Money and Lo’ Money. 

While admittedly concerned about the impact of the market collapse 
on his nest egg, Mo’ Money weathered the storm, remaining invested 
throughout. Lo’ Money unfortunately could not stomach the impact of 
the market collapse on his nest egg and switched to cash at the market 
trough. Then, true to the psychology of many investors, noticing that 
the stock market was recovering and not wanting to miss out, he 
reinvested into the market a year later. Lo’ Money subsequently 
repeated this behaviour in each subsequent bear market. The following 
table illustrates just how punitive Lo’ Money’s decision to switch to 
cash was on his potential retirement capital.

Figure 3: Comparing staying invested versus switching to cash

Bear market

Mo’ Money experience 
(stay invested)

Lo’ Money experience  
(switch to cash and repeat)

Value of 
R10 000

Annualised 
return

Value of 
R10 000

Annualised 
return

OPEC increase ‘71 15,407,974 15.7% 1,043,952 9.7%

‘73 9,754,812 15.9% 1,194,268 10.8%

Oil price shock ‘76 7,820,321 15.6% 1,568,150 11.6%

Rise in interest rates ‘82 2,095,307 14.5% 378,058 9.7%

Black Monday ‘87 439,143 12.3% 153,715 8.7%

Russian Debt Crisis ‘98 110,920 11.7% 53,371 8.0%

Dotcom Bubble ‘02 67,717 11.3% 38,326 7.8%

Financial Crisis ‘08 20,704 6.3% 15,140 3.5%

Source: Ninety One Benchmark database.
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Some observations:

 ɽ In every instance, the switch to cash was detrimental to Lo’ 
Money’s total investment return.

 ɽ The power of compound interest is evident over the long term; 
R10 000 growing to R15.4m over approximately 50 years.

 ɽ A 6% p.a. higher annualised return over a 50-year period 
results in 15 times more money at the end of the period .

 ɽ Many may argue that 50 years is far too long an investment time 
horizon but consider someone starting work in their early twenties; 
he would (should) save for retirement for 40 years and then expect 
to live off his retirement savings for a further 25 years or so – a 
total investment period of 65 plus years!

 ɽ All the above returns take into account this year’s 30% plus fall in 
equity markets. This is most evident in the relatively low 6.3% p.a. 
annualised return for the investment made prior to the 2008/9 
Global Financial Crisis – this shorter time frame also included two 
major market corrections. When the market recovers, so the 
annualised return will improve.

As a final point, we considered the case where Mo’ Money invested 
R10 000 at the peak prior to each of the last eight bear markets  
(i.e. a total investment of R80 000) and compared that to Lo’ Money 
making the same investments at the peak, but then at the trough of 
each bear market, switching his accumulated investment to cash for a 
year before switching back to the market. The results are astounding. 
Over 50 years Mo’ Money’s investment grew to approximately 
R35.7 million (an annualised return of 15.6%), compared to Lo’ Money’s 
R4.4 million (an annualised return of 10.4%).

Viewpoint
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Considering the erosive effect of inflation
The following graph further illustrates just what a poor investment 
cash is in preserving the purchasing power of your money over the 
longer term. You will note that over the last ten years many 
components of inflation (electricity, health costs, education and 
petrol) have increased by more than the return achieved by the 
average money market fund. So, anyone invested in the average 
money market fund would have been spending a greater portion of 
their income on these necessities, which they would have had to 
subsidise from other sources (if possible) as their money market fund 
investment has not kept pace with these increases.

Viewpoint

Figure 4: Hiding in cash doesn’t protect you from inflation over the long term
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Stay the course with an inflation-targeted 
multi-asset fund
There are several behavioural biases that lead to investment mistakes. 
The analysis provided illustrates just how detrimental succumbing to loss 
aversion is to investors’ potential returns. During these uncertain times, 
together with your financial advisor, you need to revisit your long-term 
financial goals and stay true to the plan that you have put in place to 
achieve them. You need to act rationally and calmly as you expect your 
financial advisor and investment manager to do on your behalf. 

In our view, the optimal investment solution for many investors may be an 
inflation-targeted multi-asset fund that also seeks to shield investors from 
negative market corrections, such as the:

 ɽ Ninety One Cautious Managed Fund, which targets inflation plus 4% 
over meaningful periods (three - five years) and no negative returns 
over rolling 18 months

 ɽ Ninety One Opportunity Fund, which targets inflation plus 6% over 
meaningful rolling five years and no negative returns over rolling 
24 months

In both instances, diversification, active asset allocation and disciplined 
portfolio construction are important tools in managing downside risk.

Viewpoint
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The impact of COVID-19 
on pensioners – what 
to do? 

Jaco van Tonder 
Advisor Services Director

Local and international markets took a beating during the first quarter 
of the year, largely due to concerns about COVID-19 and its economic 
impact. The crash would have put a dent in most investors’ pockets, 
but pensioners dependent on living annuities for income are 
potentially the hardest hit. We have fielded many questions around 
living annuities, and in this issue of Taking Stock, Jaco van Tonder 
addresses some of these concerns.

At a glance
 ɽ If you have managed your annuity responsibly, we suggest making no changes to 

your portfolio during these turbulent times.
 ɽ A move to cash could lock in losses, and trying to time your entry back into the 

market, is no easy feat.
 ɽ If your income draw is too high, it’s critical to look at ways to reduce your income 

level. 
 ɽ Start thinking creatively about managing your expenses.
 ɽ If you are set to retire in the next few months, consider delaying your retirement, if 

possible. This would buy time for your portfolio to recover and give you the 
opportunity to carefully assess your pension options.

 ɽ You should explore these and other strategies with a financial advisor. 
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What are some of the current challenges 
living annuity pensioners face?
The impact of COVID-19 on pensioners extends beyond the medical 
concerns arising from their increased risk of complications from 
contracting the virus. Unfortunately, many pensioners also have to 
deal with the impact of coronavirus-induced market volatility. We have 
seen sharp reductions in the world’s equity markets, which have 
affected pensioners’ investment portfolios. 

The investment performance numbers for the first quarter of 2020 
reflect a wide dispersion in performance across different funds with 
similar investment mandates. For example, if you look at balanced 
funds, which typically invest only 60-75% in equities, fund returns 
range from as low as -30% to 2% for the first three months of the year. 
Therefore, most pensioners will find that since the start of the year, the 
capital value of their living annuity portfolio has fallen roughly 10-15%. 

Many pensioners feel compelled to take some action, wondering: 
“Surely, there must be something that I can do in response to this?” 
And this is where danger lurks, as the actions some pensioners might 
be considering could make matters worse.
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What can pensioners do?
Pensioners are in a difficult position – there’s no historical benchmark 
that we can use to project what markets are going to do in the 
foreseeable future. So, it’s important to go back to basics. 

We would suggest that pensioners first assess whether their annuity 
was healthy before the crisis started. You do this by answering the 
following questions about your annuity prior to the start of the crisis:

 ɽ If you are younger than 70, were you drawing an income of 
5% or less? 

 ɽ If you are older than 70, were you drawing an income of 
8% or less?

 ɽ Did you have adequate exposure to equities – a minimum of 
50-60%?

 ɽ Did you have adequate offshore exposure of at least 20-30%?

If the answers to these questions are generally “yes”, we would 
suggest that you do not make substantial changes to your investment 
portfolio. The reason quite simply is that we don’t know how these 
highly volatile markets are going to behave in the immediate future. 
The outcome of any changes you make to healthy annuities now are 
as likely to damage the annuity as it is to have a positive impact. 
Therefore, if your annuity was healthy on the way in, don’t mess with 
it now. 

However, a number of pensioners would respond “no” to many of the 
test questions above. These pensioners could be drawing incomes in 
excess of the limits above, or their portfolios could be incorrectly 
invested. While portfolio construction and income level are both key 
to the success of a living annuity, the area that requires immediate 
attention is the income level. 

We don’t know how these highly volatile markets 
are going to behave in the immediate future.



39

The next three to six months are key
Research shows that, after a market collapse, one of the best actions 
to protect a living annuity is to forego any pension income increases 
for a year or two, or even better, to reduce your income. Current 
regulations governing living annuities, however, restrict income 
changes to only once a year. 

The savings industry in South Africa therefore lobbied National 
Treasury to allow living annuity investors to make more frequent 
changes to their income levels, in response to the recent market 
events. All indications are that a temporary relaxation of the rules 
around living annuity income changes is on the cards – and is likely to 
be promulgated during May 2020. By all accounts, this temporary 
relaxation will allow pensioners to submit requests for income changes 
at any time and also permit income to be as low as 0.5% of capital, or 
as high as 20% of capital.

If we see such a concession, pensioners with excessive income draws 
should use the opportunity to reduce their income. This is difficult in 
practice, but pensioners are encouraged to try and find alternative 
sources of revenue, or cut unnecessary expenses, to see themselves 
through the next three to six months. This will allow their annuities 
some time to recover.

What other short-term steps can investors 
take to manage their living annuities – to limit 
the short-term damage and preserve capital?
Other than temporarily reducing annuity income levels, there are no 
other easy wins. 

The markets fell quite a long way during March 2020, and there was 
some recovery towards the end of April. But there is no real consensus 
about how close we are to the bottom of the market. Commentators 
are divided on how big the economic impact of COVID-19 is going to 
be, and whether government responses around the world will be 
effective in controlling the outbreak and stimulating economies. As 
long as uncertainty prevails, any portfolio decision you take now could 
backfire badly. 

Q&A | Living Annuities
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For example, one of the behavioural risks we now face is that, after 
opening their latest quarterly investment statement, some pensioners’ 
response could be: “I need to protect my annuity capital and switch to 
the money market.”

The reality is that the South African Reserve Bank has already cut the 
repo rate by more than 2% to help sustain the economy. These rate 
cuts feed through to money market rates pretty quickly. So, if you 
move to the money market now, you’re going to be switching out of 
your growth assets (which have the potential to recover sharply as the 
world gets on top of the COVID-19 crisis) and into an asset class 
where the return is probably going to be around 4%, or even less. 
We could even see more rate cuts. 

A move to cash would lock in losses. It would leave a pensioner with 
the responsibility to time their entry back into the market successfully 
to benefit from a recovery in asset prices. History has shown that this 
strategy is almost impossible to get right. 

So, pensioners should ride out the current 
crisis in the short term – what about the next 
12 months?
While pensioners should avoid sharp and abrupt changes to their 
portfolios during these volatile times, there are some strategies to 
consider over the next 12 months. One key action would be to protect 
their annuity by reducing their income draw, as we explained above. 

A second action for pensioners would be to start thinking creatively 
about managing their expenses in the medium term. The unfortunate 
reality is that the structural damage to the domestic and global 
economy from the COVID-19 crisis will have an ongoing longer-term 
economic impact. This means that economic growth, corporate profit 
growth, and therefore growth on the stock market, will remain muted 
for a while – potentially a couple of years. In such a low growth 
environment, pensioners need to manage their expenses 
very carefully.

Q&A | Living Annuities

1 Expect low 
market growth 
Manage expenses creatively

2Protect annuity 
Reduce the amount 
of income drawn
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There are many people who will lose 
their jobs during this economic time 
of hardship and they will be forced 
to retire. What choices do they 
have prior to retirement?
Individuals who are set to retire some time during 2020 
face real challenges. On average, these investors 
would have suffered a 15% reduction in their pension 
fund value over the first quarter of the year, 
substantially denting their retirement pot. 

One key strategy to consider would be to delay their 
retirement by keeping their money in their retirement 
fund or in a preservation fund. This would buy time for 
their portfolio to recover and give them an opportunity 
to carefully consider their retirement options once 
markets have somewhat stabilised. They would need to 
tap into other assets and/or find other employment 
opportunities to earn an income. 

Q&A | Living Annuities

One key strategy to 
consider would be to 
delay retirement – this 
would buy time for a 
portfolio to recover.

However, those about to retire who don’t have other 
sources of income and need a monthly income, should 
consult a financial advisor. Being forced to retire during 
stressed markets is fraught with behavioural finance 
pitfalls. When retiring in such markets, an individual 
would need an advisor to carefully balance different 
product strategies. This would mean investigating 
various options that involve allocating pension assets 
to both guaranteed and living annuities, in order to 
match the pensioner’s short-term need for income with 
the long-term sustainability of the income. 
Understanding these scenarios requires careful 
modelling by a skilled financial advisor.
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Core fund range

Diversified Income

Global Strategic Managed
(USD/GBP/ZAR)

[75%]

 

 

Opportunity
[75%]

Global Franchise
(USD/GBP/EUR/ZAR)

[100%]

Equity
[100%]

Cautious Managed
[40%] 

Global Multi-Asset Income 
(USD/GBP/ZAR) [40%]* 

 
 

GrowthIncome

International

Local

Worldwide
Flexible
[100%]
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Expected risk (volatility)

Note: [ ] indicates maximum in equities. *As an internal limit, the Fund will normally invest no more than 40% of its value 
in the shares of companies. The Global Multi-Asset Income, Global Strategic Managed and Global Franchise Funds are 
available as ZAR feeders. The Global Strategic Managed and Global  Franchise Funds are available in hedged 
GBP classes.
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Change 
makes us 
inventive

Previously Investec  
Asset ManagementNinety One SA (Pty) Ltd is an authorised financial services provider.

 Investing for a
 world of change 



Contact information

36 Hans Strijdom Avenue 
Foreshore, Cape Town, 8001 
Telephone: +27 (0)21 416 2000 
Client service support: 0860 500 100 
Email: comcentre@ninetyonemail.com

www.ninetyone.com

Follow us on Twitter @ninetyone_sa

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. A feeder fund is a fund that, apart from assets in 
liquid form, consists solely of units in a single fund of a collective investment scheme which levies its own 
charges which could then result in a higher fee structure for the feeder fund. The fund is a sub-fund in the 
Investec 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 an authorised 
financial services provider and a member of the Association for Savings and Investment SA (ASISA). 

This document 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. Issued, May 2020.

SA
_0

3
6

5
_0

42
0


