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Our clients often ask me “what is the current money market rate that the bank offers
versus the ‘money market return’ which investment managers yield via an actively
managed Money Market, Enhanced Cash and an Income Fund?”
It is very important to understand the difference between a Money Market Account, also called a Call Deposit Account
(as offered by a bank), an actively managed Money Market Fund as well as an Enhanced Cash and also an Income Fund.
As at end of December 2018 there were 37 approved Money Market Unit Trust Funds, 39 Enhanced Cash Unit Trust
Funds and 90 Active Income Unit Trust Funds in South Africa. R226 billion was invested in actively managed Money
Market Unit Trust Funds, R132 billion in Enhanced Cash Unit Trust Funds and R159 billion in Active Income Unit Trust
Funds. Therefore, there are more than 160 Unit Trust Funds to consider when constructing a short-term liquid cash
type investment strategy.
In addition, we also monitor 18 institutional segregated Money Market Funds as per our monthly GraySwan Money
Market ScoreCard (we use the term ScoreCard for a peer group survey where we compare all the managers’ and
funds’ performance) and 14 Enhanced Cash Funds as per our monthly GraySwan Enhanced Cash ScoreCards. These
segregated mandate performance results provide us with insight into the returns that large institutional investors can
earn which may be superior to that of retail Unit Trust Funds.
For the purposes of this article we have solely looked at the range of available Unit Trust Funds.
Consider an investor who opened a Call Deposit account on 1 April 2009. The table below illustrates how much the
investor would have received ten years later, on 31 March 2019. The Call Deposit savings are compared with investments
in Money Market Funds, Enhanced Cash Funds and Active Income Funds.
Amount invested on
1 April 2009

Amount Received on 31 March 2019
CALL ACCOUNT

MONEY MARKET

ENHANCED CASH

ACTIVE INCOME

R1 million
R5 million

R1 747 399
R8 736 995

R1 846 530
R9 232 652

R1 936 134
R9 680 670

R2 027 040
R10 135 201

R10 million

R17 473 990

R18 465 304

R19 361 341

R20 270 403

R100 million

R174 739 900

R184 653 044

R193 613 406

R202 704 026
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Amount of interest earned over the 10 years ending 31 March 2019
MONEY MARKET

ENHANCED CASH

ACTIVE INCOME

R1 million
R5 million

R99 131
R495 567

R188 735
R943 675

R279 6415
R1 398 206

R10 million

R991 314

R1 887 351

R2 796 413

R100 million

R9 913 1442

R18 873 5064

R27 964 1266
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By investing R1 million in a Money Market Fund compared to a Call Deposit Account would have earned an investor
R99 131 more over the 10 years ending 31 March 2019.
By investing R100 million in a Money Market Fund compared to a Call Deposit Account would have earned an
investor R9 913 144 more over the 10 years ending 31 March 2019.
By investing R1 million in an Enhanced Cash Fund compared to a Call Deposit Account would have earned an investor
R188 735 more over the 10 years ending 31 March 2019.
By investing R100 million in an Enhanced Cash Fund compared to a Call Deposit Account would have earned an
investor R18 873 506 more over the 10 years ending 31 March 2019.
By investing R1 million in an Active Income Fund compared to a Call Deposit Account would have earned an investor
R279 641 more over the 10 years ending 31 March 2019.
By investing R1 million in an Active Income Fund compared to a Call Deposit Account would have earned an investor
R27 964 126 more over the 10 years ending 31 March 2019.

MONEY MARKET ACCOUNT
A Money Market Account is also referred to as a Call Deposit Account, Overnight Call Account, Investment Deposit or
Savings Account.
This account is available at a bank and is a deposit with that bank. For example, an FNB Money Market Account is a
Call Deposit Account at FNB and repayment of your investment relies on a promise by FNB to repay your capital and
interest on any particular business day. It is very similar to a transactional bank current account but pays a higher
interest rate. This also means that your account is exposed to a single bank. If that bank runs into difficulties, you could
lose some or all of your money.
The names “Call Deposit Account” and “Overnight Call Account” implies that you can call on your money immediately
and have it available the same day or the next day. These deposits are thus classified as “Short-term Deposits” by the
Financial Sector Conduct Authority (FSCA) and usually carry a lower interest rate than Fixed- or Notice Deposits that
have longer notice periods and that are classified as “Long-term Deposits” by the FSCA.
Interest rates for a Money Market Account is quoted either as Nominal Annual Compounded Monthly rate (“NACM”)
or as Nominal Annual Compounded Annually rate (“NACA”), with the latter also known as the effective interest rate. It
is very important to understand the difference between the two rates to be able to compare rates between banks or
product providers. The effective interest rate is the one which caters for compounding periods. In general, the nominal
interest rate is less than the effective one.

“To invest with success, you must be a long-term investor.”
- Johan Clifton Bogle
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MONEY MARKET FUNDS
Money Market Funds (also referred to as Interest-Bearing Money Market Portfolios) offered by investment managers
are actively managed investment funds where multiple investors’ money is pooled together in a regulated collective
investment vehicle (like a Unit Trust). This pool of money is then invested in various money market instruments, which
is not just limited to an investment with a single bank. In fact, these Money Market Funds have maximum limits as to
how much money may be invested at a single bank or counterparty. Money Market Funds are therefore well diversified
between counterparties and not exposed to only a single institution. Each unit has a R1 value which remains at R1.
Money Market Unit Trust Funds are classified as a “Collective Investment Scheme” according to the FSCA and are
regulated by the Collective Investment Schemes Control Act (CISCA).
According to ASISA (Association for Savings & Investment SA) Interest-bearing Money Market Portfolios “seek to
maximise interest income, preserve the portfolio’s capital and provide immediate liquidity. This is achieved by investing
in money market instruments with a maturity or less than thirteen months while the average duration of the underlying
assets may not exceed 90 days and a weighted average legal maturity of 120 days. The portfolios are typically
characterized as short-term, highly liquid vehicles.”
Actively managed Money Market Funds invest in a variety of instruments, such as promissory notes, Negotiable
Certificates of Deposits (NCD’s for short, a bank deposit which is tradable between investors), commercial paper and
securitisations/conduits (specialised commercial paper representing collections of home-, car- and/or credit card loans)
to achieve their objectives. An actively managed Money Market Fund is therefore a diversified investment vehicle
which does not simply invest investors’ savings into a Call Account (such as offered by a bank), but rather actively
aim to produce superior risk-adjusted opportunities across the spectrum of short-term investment instruments. This
investment approach provides a higher yield which compensates the investor for the additional risk taken but still aims
to protect capital on a daily, weekly or monthly basis.
The following general rules apply to actively managed Money Market Funds:
•
•
•
•
•

May invest in individual instruments that have a maturity date not longer than 12 months;
The weighted average term to final maturity of instruments held by the Fund, as a whole may not exceed 120 days;
Weighted average duration of the Fund may not exceed 90 days;
Money Market instruments with no fixed maturity or for which the interest rate is not known at date of inclusion
may not be included in the Money Market Fund;
In addition, investment managers are restricted in terms of how much money they loan to individual institutions
for example how much they may loan to or invest with one bank or corporate.

In addition to Money Market Accounts and Money Market Funds, there are other cash equivalent options that could
offer marginally higher returns. Investors can access a Fixed or Notice Deposit Accounts at a bank which are slightly
longer-term in nature and therefore offer higher rates.

“An investment in knowledge pays the best interest.”
- Benjamin Franklin
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ENHANCED CASH FUNDS
Similarly, investors can access actively managed Enhanced Cash Funds (also referred to as Interest-bearing short-term
portfolios) that are slightly longer-term in nature than Money Market Funds and therefore offer marginally higher
returns. These Funds are still very conservatively managed and provide daily, weekly or monthly liquidity.
ASISA’s definition of Interest-bearing short-term portfolios speaks of “portfolios that invest in bonds, fixed deposits and
other interest earning securities which have a fixed maturity date and either have a predetermined cash flow profile or
are linked to benchmark yields, but exclude any equity securities, real estate securities or cumulative preference shares
To provide relative capital stability, the weighted average modified duration of the underlying assets is limited to a
maximum of two. These portfolios are less volatile and are characterized by a regular and high level of income.”

ACTIVE INCOME FUNDS
Active Income Funds (also referred to as Multi-Asset Income Portfolios) are defined by ASISA as “portfolios investing
in a spectrum of equity, bond, money market or real estate markets with the primary objective of maximizing income.
The underlying risk and return objectives of individual portfolios may vary as dictated by each portfolio’s mandate and
stated investment objective and strategy. These portfolios can have a maximum effective equity exposure (including
international equity) of up to 10% and a maximum effective property exposure (including international property) of up
to 25% of the market value of the portfolio.”
In summary, Money Market Funds are allowed to invest in short-term instruments which result in a maximum weighted
average portfolio duration of 90 days, while Enhanced Cash Funds are allowed to go up to a maximum of 180 days
and Active Income Funds up to 12 months. However, such allocations simply refer to the duration of the underlying
instruments. If an investor wishes to withdraw their money, all they need to do is notify the Fund and typically the
investor’s money is available between 24 hours and up to a maximum of a week, depending on the Fund rules and the
administrative process to withdraw any monies.
When comparing various Funds, it is always necessary to also compare the performance of these Funds against a
specific benchmark.
As you will see in the graphs below we have used two very common cash type benchmarks:
STeFI 3 MONTH:
This index is based on 3-month NCD (Negotiable Certificates of Deposit) instruments measured at SAFEX rates.
STeFI CALL:
Based on an Interbank Call rate, i.e. the South African Benchmark Overnight Rate (SABOR).
VEHICLE

ALSO REPRESENTED BY

Money Market Account

Call Rate

Money Market Funda

ASISA SA Mt Interest-Bearing Money Market Average

Enhanced Cash Funds

ASISA SA Mt Interest-Bearing Short-Term Average

Active Income Funds

ASISA SA Mt Multi-Asset Income Average

“Planning is bringing the future into the present
so that you can do something about it now. ”
- Alan Lakein
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The following graph indicates that as the investment term (duration) increases from short-term to longer-term, the
rates or returns also increase. The longer duration the underlying investments of the Fund the higher the return over
the 10-year period ending March 2019. It should also be noted that the longer the duration the more volatile the
returns as measured by the annualized standard deviation (volatility).

PERFORMANCE COMPARISON BETWEEN MONEY MARKET ACCOUNTS AND ACTIVELY
MANAGED CASH AND INCOME FUNDS
The following graphs illustrate the difference in the returns between just investing savings in a Money Market Account
or by investing such in the range of Cash type solutions over 1 year, 5 years and 10 years:
ONE YEAR PERFORMANCE

“Know what you earn and know why you own it.”
- Peter Lynch
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FIVE YEAR PERFORMANCE

TEN YEAR PERFORMANCE

Over each of these periods the average Enhanced Cash Fund, as represented by the ASISA SA Mt Interest-Bearing ShortTerm Average as well as Income Fund, as represented by the ASISA SA Mt Interest Bearing Asset Income Average
both outperformed the Call Rate (the return which a Call Account yielded) by at least 1% per annum. If one would
view such results on a cumulative basis then the difference is more than 10% over the period.

“The financial crisis is a stark reminder that transparency and
disclosure are essential in today’s marketplace.”
- Jack Reed
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OTHER DIFFERENCES
The differences between investing in a Money Market Account and an actively managed Fund can be summarised as
follows:
MONEY MARKET ACCOUNT

Minimum balances

Capital Preservation

Term of investment

ACTIVELY MANAGED FUNDS

Some Money Market Accounts require
a minimum balance, but such balance is
usually much lower than those for Money
Market Funds.

Actively managed Funds may require a
minimum balance.

Capital guarantee provided by the bank.

No capital guarantee by the Fund,
although it is a low risk investment
– eachUnderlying instrument is
effectively backed by the issuer.

Investors can withdraw their investments Investments are typically available within 1
immediately i.e. without notice. Investments to 5 days from disinvestment. It is therefore
are typically available the same or within
not a transactional account and the cash
one day from disinvestment.
proceeds are not available immediately.

Interest rates

Interest rates quoted are forward-looking.

Returns shown by the Funds are historic
performance. Investors can obtain a
forward-looking yield.

Transparency

Yields are available from the bank.

Yields are available in the daily press
and as per many Fund databases such as
MoneyMate, ProfileData etc.

Money Market Account providers offer
banking / transactional services.
Other facilities

These may include ATM access, internet
access, stop order and debit order
facilities, transfer facilities and so on but it
is dependent on the financial institution.

Investors do not have ATM access to their
savings. Their savings will be paid out post
a formal process where savings need to be
withdrawn via a Fund Administrator.

“If you do what you’ve always done,
you’ll get what you’ve always gotten.”
- Tony Robbins
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MONEY MARKET ACCOUNT

MONEY MARKET FUND

Money Market Accounts typically do
not charge any fees.

Fund fees include an annual
investment manager fee (and
Account holders are generally levied
sometimes even a performance
for transactional fees applicable to the
based fee), and the fee depends
account.
on the size of the investment. This
annual fee is incorporated into the
Transaction charges tend to be based yield i.e. the rate of return yielded is
net of the investment management
on the balance in the account, the
fees paid.
value of the transaction and the type
of transaction.

Fees

Investors get the same collective
rate as they are all invested in one
collective pooled Fund.
Tiered rates

The Money Market Account interest
rates offered on deposit accounts tend The total income earned by the Fund
to be tiered, offering different interest is divided by the number of units to
determine a “cents per unit” rate.
rates are offered depending on the
balance in the Client’s account.
This means that smaller investors,
those investing thousands of Rands,
obtain the same rate as those
investors investing millions of Rands
(unless their fees are different).

SUMMARY
The appropriateness of a Money Market Account, Money Market Fund, an Enhanced Cash or an Active Income Fund or
the combination thereof depends on your performance objective, time horison, risk tolerance and liquidity requirements.
Smart investors tailor-make their short-term investment strategy by combining these options to suit their overall needs.
Key is to then select the most optimal combination of investment managers and Funds to manage the entire strategy, to
then actively monitor the composite portfolio and to rebalance such when and if required.

MORE INFORMATION
If you have any question regarding our Research, Investment Consulting,
Wealth Management, Reporting or Treasury Solutions services please contact us today.
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CONTACT US

OUR TEAM

The core of our investment team have been working together for more than 10 years. Our collective investment
experience exceeds 100 years of advising to and managing most of the largest institutional client’s assets in South
Africa.

DUNCAN THERON
Chief Executive Officer
Executive Investment Consultant
duncan@grayswan.co.za

TANIA THERON
Head of GraySwan Wealth
Senior Investment Consultant
tania@grayswan.co.za

KOBUS FOUCHE
Head of Reporting
Senior Investment Consultant
kobus@grayswan.co.za

GREGOIRE THERON
Head of Manager Research
Senior Investment Consultant
greg@grayswan.co.za

ROBERT ROBINSON
Senior Investment Analyst

MART-MARIE DE JONGH
Financial Planner (CFP)

robert@grayswan.co.za

martmarie@grayswan.co.za

UN PRI is an international investor
initiative sponsored by the UN and
based on six principles for responsible
investments. The aim is to help investors
actively to incorporate environmental,
social and governance issues into their
investments.
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