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Dear Investor

Protection of your personal information —
Lodging a complaint with the Information
Regulator

In last quarter’s newsletter, we noted that
you have the right to lodge a complaint with
the Information Regulator, should you feel
that your rights or personal information have
been violated in terms of the Protection of
4 of 2013

Personal Information Act,

(“POPIA).

Where do | lodge a complaint?

A complaint may be submitted to the
Information Regulator by email
(POPIAComplaints@inforegulator.org.za), in
person at the office of the Regulator,
facsimile, post or courier.

What should be included in the complaint?

1. Name(s) and surname of the complainant

2. ldentity number of the complainant

3. Address of the complainant

4. Telephone numbers and email address of
the complainant

5. Reason for the complaint

6. Responsible party information, including
name and surname or registered name,
address, telephone numbers and email.

Itransact Fund Managers (RF) (Pty) Ltd

Additional information is available on the
Information Regulator's  website  at
WWW.justice.gov.za/inforeg/.

Enquiries regarding your investments

As always, we would like to invite you to
contact us via the below channels to address
any queries or complaints you may have
regarding your investment.

) All  administrative  enquiries, for
example a request of statement or balance of
investment, redemption request, update of
contact details, enquiries regarding FICA or
assistance required to log onto the online
Connect system is handled by Itransact Fund
Managers.

@ 0861 116 075

YB admin@itransactfm.co.za

° All investment specific or portfolio
enquiries are handled by Heiden Grimaud
Asset Management.

@ 0861378 378

“B investments@heidengrimaud.co.za

° All  Heiden Grimaud Global Fund
enquiries are handled directly by the Heiden
Grimaud Group International Network. Their
contact details are:

@ +27 12 743 6437 (South Africa),

+353 1 254 9406 (Ireland) or

@ +32 468 280463 (Belgium)

“B investments@heidengrimaud.com
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Analysis of the Portfolios

As part of the regulations that govern
financial institutions, a manager must publish
on its website each calendar quarter a
general investor report that details an
analysis of the portfolio with reference to the
extent to which it has, or has not, adhered to
its policy objective. We can report that for the
quarter ending 30 September 2021, the
following two portfolios have adhered to
their respective policy objectives:

IFM Balanced Value Fund of Funds with the
objective of prudential asset allocation and
being a medium equity fund to secure
balance between capital growth and income.
IFM Technical Fund with the objective of
being a general domestic equity fund where
investment decisions are based on technical
analysis.

Herewith an illustration of the changes in
holdings due to shares bought and sold, as
well as market movement. Please note that
this is not a reflection of the performance of
these investments.

IFM Balanced Value Fund of Funds

-0.80% -0.60% -0.40%

-0.20%

B SATRIX MSCI WORLD EQUITY INDEX FEEDER FUND m IFM TECHNICAL FUND

B COUNTERPOINT SCI MONEY MARKET FUND
M ALLAN GRAY MONEY MARKET FUND

IFM Technical Fund

-6.00% -4.00%

-2.00%

0.00%

H BRITISH AMERICAN TOBACCO PLC m BHP GROUP PLC

B ANGLOGOLD ASHANTI B NASPERS

2.00%

0.00% 0.20% 0.40%
B CADIZ MONEY MARKET FUND
4.00% 6.00% 8.00% 10.00%

m ANHEUSER-BUSCH INBEV SA/NV



News from our Fund Manager

Dear Investor

Inflation expectations
By David Bradfield (Our analyst in Beijing)

When one analyses prices of different goods
over an extended period (years) they will see
many goods fluctuating in price. Some goods
will rise in price, others will fall. Technology
and automation have created a profound
disinflationary effect and have led to the
the  Phillips
unemployment having little effect on inflation

flattening of Curve (low
compared). Up until the pandemic, sources of
inflation have been relatively subdued. Now
they have awakened in a perfect confluence of
events. Supply and demand shocks, fiscal and
monetary stimulus, and an increase in the
monetary supply, unlike anything we have ever

seen before. The perfect inflationary storm.

The pandemic has led to a perfect inflationary
environment, by way of a drastic increase in
the money supply, supply-chain disruptions,
and now more recently a global energy crisis.
Policymakers asserted that inflation would be
transitory, but there are hints of dissent
coming from within the establishment at just
how long ‘“transitory’ is.

Sources of inflation
Inflation is spawned from many different
sources. Academics and economists like to
attribute inflation to being cost-push (costs of
inputs rising) or demand-pull (increasing
demand for products).
be

supply/demand perspective.

Put more simply,

inflation can looked at from a

Sources of inflation:
Changes in the money supply.
1. Reduced supply = higher inflation.
2. Increased demand = higher inflation.
3. Changes in the money supply. More
money chasing fewer goods.
1 and 2 are easy to understand, but number 3-
a change in the money supply affects inflation
differently.

Reduced Supply and Increased Demand

Demand and supply are intertwined in nature.
They are part of the same fabric. When supply
for a good is reduced, is it not the demand for
that scarce good that drives the price up?

A lack of supply can come from many
directions and currently, they are coming from
every direction:

e Semi-conductor shortage.

e Freight price increase - a record high.

e Trucker shortage - leading to shortages in
stores. (Labour shortages in general)

e Energy crises - increased prices in
coal/uranium/natural gas/crude.

e Fertilizer prices increasing (you need
natural gas to produce ammonia and
energy from fossil fuels to mine for
phosphate. You need ammonia and
phosphate to make fertilizer.)

e Food price increases next?

The list of prices that have increased due to
shortages goes on. The ones mentioned above
are closer to the source of inflation, and
inflation does not end with them, it rather
begins with them and spreads into other goods
and other parts of the economy.



Lucrative Route

Freight rate for China-U.S. route spikes to record high on holiday demand

M Shanghai-Los Angeles benchmark rate ™ World composite freight benchmark rate
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Changes in the money supply

Inflation is always and everywhere a monetary
phenomenon in the sense that it is and can be
produced only by a more rapid increase in the
guantity of money than in output - Milton
Friedman.

Milton Friedman would’'ve been shocked to
see policymakers actively testing the validity of
his statement (yet again) by increasing the
guantity of money (money supply) by 15% in
the space of 4 months. This 15% increase is
only M2 and doesn’t include other forms of
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stimulus. (So it’s a conservative figure).

From March 1991 to January 2001 (10 year
period) the M2 Money supply (M2: includes
cash, checking deposits, and easily convertible
near money) increased 4.12% per year. This is
not inflation, this is just the increase in the
money supply or ‘monetary expansion’, and
the increase in the money supply generally
keeps up with GDP growth and inflation (or
inflation tries to keep up with the money

supply).

Jan 1997 Jan 15998 Jan 1599

Shaded areas indicate U.5. recessions

Source: Board of Governors of the Federal Reserve System (US)

fred.stloulsfed.org

March 1991 to January 2001 (10-year period) - 4.12% annual increase
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The graph below also shows the M2 money
supply from September 2011 to August 2021
(10-year period). The M2 money supply
increased at 8.12% (annualized- year on year)
during this period, with the majority of the
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increase coming from the stimulus that was
provided. In the 4 months from February 2020

to May 2020, the M2 money supply increased
15.6%! (Milton Friedman would’ve had a heart
attack).
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Source: Board of Governars of the Federal Reserve System (US)

fred stlouisfed.org

September 2011 to August 2021 (10-year period) - 8.12% annual increase (double compared to 1991 - 2001).

The M2 money supply is not the only indicator
to look at, the USA Federal Reserve has kept
interest rates very low since the global
financial crisis in 2008. Central banks like the
Federal Reserve keep interest rates low by
actively buying bonds in the market pushing
their prices up, and the interest they offer
down. This is why most of the developed world
has such low mortgage rates.

The Federal Reserve and other central banks
reacted to the pandemic by lowering interest
rates further. Congress then passed bills to
save certain industries, sent out stimulus
checks to families, and used a variety of other
methods to stimulate the economy through
the pandemic.

A large portion of the money ended up in the
stock market as was seen by the massive
increase in retail traders who suddenly began
to participate in the stock market with the free
money they received from the government.

Smart investors used this abnormally low-
interest-rate environment to take out a
mortgage and invest in property. A decent
inflation hedge as the bank ends up paying for
the property (in real terms). Note: This doesn’t
generally work in developing countries where
interest rates are high.

From July 2020 to July 2021 the S&P/Case
Shiller U.S National Home Price Index rose by
20%.
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The S&P/Case-Shiller National Price Index only
takes into account sales, so the index can be
misleading because it doesn’t take into
account increases in the value of properties
that have not been sold.

A different (not better per se) index would be
ZORIl - Zillow observed rent index. Also,
because house prices were removed from CPI
in 1983, “This was partly because indexing
benefits and pensions to inflation had become
expensive and some politicians wanted to bring
measured inflation down.”

Source: S&P Dow Jones Indices LLC

fred.stlouisfed.org r
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Inflation became somewhat political and so
policymakers removed it, effectively lowering
the ‘reported’ inflation. House prices were
replaced with rent prices, which didn’t move
up as fast. Policymakers talking about
excluding certain goods when looking at
inflation seems to be making their way back in
fashion.

In 2021, rent prices increased 9.62% (~3 times
faster than the average prior 6-year period).

Annual increase in Zillow Observed Rent Index (ZORI) in %
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A look into the past

Increases in the money supply are referred to
as ‘monetary expansions’, and this is not the
first ‘monetary expansion” America has seen.
In October of 1962 America began a monetary
expansion that extended through the next 11
years. The increase in money supply began at
a rate of 4.6% for the first 3 and a half years
and reached 7.2% per year for another 2 years.
Compare this rate of increase with the 8.12%
per year increase | referred to above.

Remember, this is not inflation in the general
sense. This is just an increase in the monetary
supply. And so where does that money go?
Generally, periods of increased monetary
supply are correlated with booming stock
markets. The money gets ‘trapped’” or
‘diverted’ so to speak in the stock market, far
away from day-to-day items that are included
in the CPI.

The monetary expansion party ended around
December 1969 when inflation started
reaching up to 6% and the United States
entered into recession.

The lesson? The money supply is often
overlooked because its immediate effect on
inflation is subdued. But history has shown on
more than one occasion that increases in the
money supply eventually lead to inflationary
spirals.

Where to now?

Presidents, politicians, and policymakers are
reactive rather than proactive because their
incentives are linked to a shorter time frame.
They will use the current environment and
work their narrative around it, point fingers in
an attempt to lever their political gain. Of
course, they don’t mean to be bad, but human
nature is fickle and predictable in most cases.

The men who are supposedly in charge of
inflation have conflicting interests and
however independent they claim to be, they
are still playing in the political arena.

As we look into the near-term future a few
things are relatively certain:

1. There is an energy crisis that could be
exacerbated as countries further open up,
as well as the developed world entering
winter.

2. The energy crisis seems to be making its
way into different parts of the economy-
fertilizer/foods/commodities etc.

3. Rent prices are lagging behind house prices
and are beginning to increase.

4. Labour shortages are everywhere.

5. There is a looming threat from a past
increase in the monetary supply.

6. There are supply-chain issues that are
causing increases in prices of goods and
shortages in those goods.

There is of course disinflation in some goods,
but from gauging from the overall picture,
inflationary pressures are more likely to persist
into the future until we see a reaction from
central banks.

Kind regards

Chris Meyer

Managing Director — Heiden Grimaud Asset
Management

@ HeidenGrimaud

Asset Management



