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Asset Classes and Inflation

In 1985 annual published inflation was 18.4%. At that rate, a price doubles almost every 4 years! While
we believe that the inflation of the 70s & 80s is unlikely to return with the same ferocity, there is no doubt
that market and geopolitical conditions are fueling higher inflation than the last three decades. While
instability creates fear and uncertainty history has taught us that flight to investment safety (traditionally
cash and bonds) is completely the wrong approach in increasing inflationary environments.

To some of us, 1985 seems like
yesterday. Fittingly it was the year of
the release of Marty McFly in Back
to the Future. We were all humming
Madonna’s Like a Virgin or Bruce
Springsteen’s Born in the USA.
Would you believe that Microsoft
1.0 was also released that year - and
it wasn’t exactly well-received? It’s
a short 37 years ago - well mostly
for those of us born before 1980!
It was also the year during which
South African inflation peaked at 18.4%.
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Plotting annual inflation all the way back to 1960 clearly
illustrates the structural decline in inflation from the late 1980s
driven by global dynamics and the implementation locally of an
inflation-targeting monetary policy regime.”
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Over these past 4 decades inflation has largely declined,
led by large-scale industrialization, improved technology,
global trade, and largely stable politics. Falling inflation has
meant falling interest rates and with it probably some of the

SPEED READ
Inflation in 1965 was 3% per annum. By 1985
it peaked at 18.4% and yet in 2005 was back at
3.6%.
Short-term inflation shocks or even a change
in medium-term trends is initially disturbing
to equity markets but history shows that for
long-term investors only two asset classes
consistently beat inflation over a sustained
period, namely equity (shares) and property.
The spectre of higher inflation is driving
interest rate responses from central banks.
This in turn is rattling equity markets across
the globe exacerbated by the implications of
supply chain disruptions from the Ukraine
conflict. This is entirely expected but is seldom
a good predictor of company profit growth and
resultant equity returns.
Investors should be looking through short-
term volatility and rather evaluating dynamics
through historic wars, pandemics, and other
disruptions to remind themselves that patience
is ultimately handsomely rewarded, and panic
is seldom a successful strategy.

best returns ever for global bonds. Looking back in periods
of 10 years from 2022 to 1985, bonds often returned equity-
like real returns. How fantastic! Equity-like returns with
limited risk. Sign me up!

However, a study of history teaches us something quite
enlightening. A structural increase in inflation results
in rising interest rates which in turn leads to real bond
returns (total return minus inflation) being significantly
lower than inflation. While we honestly do not think that
we are returning to the high-inflation environment that
prevailed during the 1970s and 80s because of continuing
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technological advancements, there is no doubt that slightly
higher inflation is going to be with us for longer than hoped.
Consider the following chart. This chart plots real returns
from 3 asset classes, namely Equities (the share market
with the All Share Index as a proxy), Bonds (with the All
Bond index as a proxy), and a 1-year Fixed Deposit. To get
a real return, we subtract inflation. We do this to illustrate
whether your wealth is growing or declining when we
remove the effect of inflation.

Our first chart demonstrated that the period from 1960
through to 1985 saw inflation steadily rising to a peak. This
chart then considers how your wealth would have changed
had it been invested in either of these asset classes. So, the
first bar would represent average annual equity returns for
the 10-year period from 1960 to 1969.

The chart demonstrates that equities are by far the preferred
asset class, with Bonds and Cash even causing wealth
destruction in an inflationary environment. The message
for investors is very clear: while volatility is not fun in the
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Real returns declined significantly (and were often negative)
for both bonds and cash during the high inflation period of the
1970s and 1980s.

short-term, a long-term commitment to growth asset classes
is a clear winner in an inflationary environment.
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" 1985 was the year of iconic movies and cultural events, unfortunately, it also had sky high inflation.
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Topic: To be advised

Natal Midlands

Date: TBA

Venue: Oasis Conference Centre,

The topic for the next Insight seminar will be released ) i
72 Main Road, Howick

shortly.
Morning Time: 10am for 10.30am
Evening Time: 5.30pm for 6pm
Johannesburg
Date: TBA
. Venue: Rosebank Union Church, Cnr
n — William Nichol and St Andrews
n H dH ) YouTub Road, Hurlingham
SVATEHOUSE 1S ON oL UBE Time: 7am for 7.30am

CONTACT DETAILS: HARVARD HOUSE GROUP

iy
For more information on the range of products and services =
offered by Harvard House Investment Management and its B
associated companies (including Harvard House, Chartered
Accountants), or for any financial advice, please contact the
Company at: @
W

The information contained in this newsletter comes from sources believed to be reliable, but Harvard House Investment Management (Pty)
Ltd, Harvard House Financial Services Trust, Harvard House Insurance Brokers and Harvard House, Chartered Accountants (collectively known
as the Harvard House Group), do not warrant its completeness or accuracy. Opinions, estimates and assumptions constitute our judgment as
of the date hereof and are subject to change without notice. Past performance is not indicative of future results. This material is not intended
as an offer or solicitation for the purchase or sale of any financial instrument. Any investor who wishes to invest with the Company should
seek additional advice from an authorized representative of the firm. The Company accepts no liability whatsoever for any loss or damages
whatsoever and howsoever incurred, or suffered, resulting, or arising, from the use of this newsletter. The contents of this newsletter does not
constitute advice as contemplated in the Financial Advisory and Intermediary Services Act (FAIS) of 2002.

The Harvard House unit trusts are registered under the Boutique Collective Investments. Custodian: Standard Executors & Trustees: Tel (021)
007-1500. Collective Investments are generally medium to long term investments. The value of participating interests may go down as well as
up and past performance is not necessarily a guide to the future. Collective Investments are traded at ruling prices and can engage in script
lending. Forward pricing is used. Commission and incentives may be paid and if so, are included in the overall cost. This fund may be closed
to new investors. Collective Investment prices are calculated on a Net Asset Value basis and auditor’s fees, bank charges, trustee and RSC
levies are levied against the portfolio. The portfolio manager may borrow up to 10% of portfolio NAV to bridge insufficient liquidity. Boutique
Collective Investments (RF) Pty Ltd (“BCI”) retains full legal responsibility for the third party named portfolio. Boutique Collective Investments
is a member of ASISA and is an authorised Financial Services Provider. Should you have any further queries or complaints regarding the suite
of units trusts offered by The Harvard House Group please contact: Boutique Collective Investments Call Centre, Tel: (021) 007-1500, Email:
clientservices@bcis.co.za. For your information, the FAIS ombudsman provides an independent and objective advisory service. Should you not
be satisfied with the outcome of a complaint handled by Boutique Collective Investments, please write to, The Ombudsman, PO Box 74571,
Lynnwoodridge, 0040. Telephone (012) 470 9080/99. Fax (012) 348 3447. Email: info@faisombud.co.za

Performance figures quoted for the portfolio is from Morningstar, as at the date of this document for a lump sum investment, using NAV-NAV
with income reinvested and do not take any upfront manager’s charge into account. Income distributions are declared on the ex-dividend date.
Actual investment performance will differ based on the initial fees charge applicable, the actual investment date, the date of reinvestment
and dividend withholding tax. Performance fees do not apply to any funds managed by Harvard House. The manager does not provide any
guarantee either with respect to the capital or return of the portfolio. A schedule of fees, charges, and maximum commissions are available
on request from the manager.

Harvard House Investment Management (Pty) Ltd*, Licence no: 675 Harvard House Insurance Brokers*, License no. 44138

Harvard House Financial Services Trust*, Licence no: 7758 * Authorised financial service providers in terms of FAIS (2002)

Harvard House Investment Management (Pty) Ltd*, Licence no: 675 Harvard House Insurance Brokers*, License no. 44138

Harvard House Financial Services Trust*, Licence no: 7758 * Authorised financial service providers in terms of FAIS (2002)



https://www.facebook.com/HarvardHouseSouthAfrica
https://www.youtube.com/channel/UCMmM_c5RjK5P-IdRN3JOh7A
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