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The effect of
inflation on
your investment
returns
The effects of the supply chain disruptions
experienced since the onset of the
Covid-19 pandemic and the ongoing crisis in
the Ukraine have sent the prices of various
goods soaring. The most notable effect
since the start of the Ukrainian conflict,
has been the sharp increase in oil and grain
prices
Both Russia and Ukraine are major exporters of
agricultural commodities, most notably wheat, the price
of which has increased by over 53% since the outbreak
of the conflict. Russia is also a major player in the energy
market, being the world’s second biggest producer of
both oil and natural gas.
The rapid increases in food and oil prices, and by
association fuel, has raised headline inflation significantly
across the globe as well as in South Africa. Indeed, the
margin between headline and core CPI has widened
markedly, with the food and non-alcoholic beverages
and transport being the main subcategories showing
substantial differences between the two measures of
price changes.
Headline inflation for April came in at 5.9% year-on-year,
unchanged from the previous month, and only 10 basis
point below the upper end of the SARB’s target band

of 3-6%. This figure was dominated by food price inflation
rising 0.8% from the previuos month , and transport costs
rising by 0.2% over the same period. Transport price
increases, however, were muted due to the National
Treasury providing relief by cutting the fuel levy by R1.50, a
consession that is set to expire at the end of May.
There is a risk that inflation could spike higher this year,
however, and breach the South African Reserve Bank’s
(SARB) upper limit of 6%. A notable risk is the second
round effects of increased oil prices. Oil is a major input
in the fertilizer manufacturing process consequently
could propel food prices even further. Higher oil prices
also increase the cost of transportation of goods, which
companies could pass on to consumers. This, in turn, raises
the risk of core inflation printing even higher over the
coming periods.
The effect of these price increases has pushed headline
inflation in most countries to crisis levels not seen in recent
history. This begs the question: How does one invest your
savings in times of elevated inflation?
Naturally, inflation influences the purchasing power of
money, and hence the real return of one’s investments, but
first we will look at how inflation influences nominal returns.
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High current inflation prints tend to be negative for nominal
bonds and cash in the short run, but a regression of
inflation compared to subsequent annual returns, shows
that nominal bonds have a mildly positive correlation, while
cash and inflation show a stronger positive relationship.
The reason for this is that policy rates change in relation
to inflation, and hence future returns on interest-bearing
instruments also change as policy rates change.
Given that the SARB opted to raise the policy rate by
50bps in its May meeting, Governor Kganyago’s comments
were focused on the high level of inflation, as well as the
upside risks to the SARB’s inflation outlook. This will raise
the expected return for nominal bonds and cash rates over
the next year as the risk-free rate rises in lockstep with the
policy rate.
Interestingly, the subsequent annual returns of inflationlinked bonds seem to be negatively correlated. Linkers
accrue interest quarterly and hence there will not be a
perfect correlation with any single inflation print.
Even some of the historically good inflation hedges are
showing little sign of efficiently protecting against inflation.
While different sectors within the property asset class

have specific drivers of return, the majority of property
returns are usually driven by inflation and economic growth.
This makes property investments a valuable hedge against
inflation, but we must be cognisant of the muted GDP
growth expectations in SA when investing in such assets
Classical investment theory would have us believe that
equity investment provides protection against the effects of
inflation. The theory posits that most companies are able
to pass on increases in input costs to their customers and
hence improve earnings. Analyzing historic equity returns
relative to inflation shows us that this may not always be the
case.
Some companies, however, do well at hedging inflation.
Commodity prices and inflation typically move in the
same direction; hence many commodity companies should
benefit from higher prices.
All-in-all, we can see that no single asset class in isolation
provides sufficient protection of investors’ purchasing
power and that a robust asset allocation and investment
process is needed to protect investors against the effects of
inflation on their savings.

The rapid increases in food and
oil prices, and by association fuel,
has raised headline inflation
significantly across the globe
as well as in South Africa.
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and recommendations contained herein are and must be construed solely as statements of opinion and not statements of fact. No warranty, expressed or implied, as to the accuracy, timeliness, completeness, merchantability or fitness for any
particular purpose of any such recommendation or information is given or made by Cadiz in any form or manner whatsoever. Each recommendation or opinion must be weighed solely as one factor in any investment or other decision made by
or on behalf of any user of the information contained herein and such user must accordingly make its own study and evaluation of each strategy/security that it may consider purchasing, holding or selling and should appoint its own investment or
financial or other advisers to assist the user in reaching any decision. Cadiz will accept no responsibility of whatsoever nature in respect of the use of any statement, opinion, recommendation or information contained in this document.
This document is for information only and do not constitute advice or a solicitation for funds. Investors should note that the value of an investment is dependent on numerous factors including, but not limited to, share price fluctuations, interest and
exchange rates and other economic factors. Performance is further affected by uncertainties such as changes in government policy, taxation and other legal or regulatory developments. Past performance provides no guarantee of future performance.
Cadiz Funds (Pty) Ltd (Reg. No. 2013/118580/07) is an authorized financial services provider (FSP 45442)
Boutique Collective Investments (RF) (Pty) Ltd (“BCI”) is a registered Manager of the Boutique Collective Investments Scheme, approved in terms of the Collective Investments Schemes Control Act, No 45 of 2002 and is a full member of the
Association for Savings and Investment SA.
Collective Investment Schemes in securities are generally medium to long term investments. The value of participatory interests may go up or down and past performance is not necessarily an indication of future performance. The Manager does not
guarantee the capital or the return of a portfolio. Collective Investments are traded at ruling prices and can engage in borrowing and scrip lending. A schedule of fees, charges and maximum commissions is available on request. BCI reserves the right to
close the portfolio to new investors and reopen certain portfolios from time to time in order to manage them more efficiently. Additional information, including application forms, annual or quarterly reports can be obtained from BCI, free of charge.
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.
A money market portfolio is not the same as a bank deposit account. The price is targeted at a constant value. The total return to the investor is made up of interest received and any gain or loss made on any particular instrument. In most cases
the return will merely have the effect of increasing or decreasing the daily yield, but that in the case of abnormal losses it can have the effect of reducing the capital value of the portfolio. Excessive withdrawals from the portfolio may place the
portfolio under liquidity pressures and in such circumstances a process of ring-fencing of withdrawal instructions and managed pay-outs over time may be followed. The yield is calculated using an annualised seven day rolling average.
Actual annual figures are available to the investor on request.
Investments in foreign securities may include additional risks such as potential constraints on liquidity and repatriation of funds, macroeconomic risk, political risk, foreign exchange risk, tax risk, settlement risk as well as potential limitations on
the availability of market information.
Boutique Collective Investments (RF) Pty Ltd retains full legal responsibility for the third party named portfolio.
Although reasonable steps have been taken to ensure the validity and accuracy of the information in this document, BCI does not accept any responsibility for any claim, damages, loss or expense, however it arises, out of or in connection with
the information in this document, whether by a client, investor or intermediary. This document should not be seen as an offer to purchase any specific product and is not to be construed as advice or guidance in any form whatsoever. Investors
are encouraged to obtain independent professional investment and taxation advice before investing with or in any of BCI/the Manager’s products.
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