REITs as an
inflation hedge

Bénette Van Wyk CA (SA)

In 2021, worldwide consumer prices rose dramatically as the global economy
navigated supply chain issues throughout its recovery from COVID-induced
shutdowns. Annual inflation measured by the Consumer Price Index reached
7.0% in the US, the highest annual rate since 1981. While inflationary pressures
are expected to continue well into 2022, historical analysis shows that REITs have
provided protection against inflation and outperformed the broader stock market
during periods of moderate and high inflation. Over the last 50 years, REITs
outperformed the S&P 500 aRnd CPl, in five of the eight periods of an inflationary
spike (instances where CPI > 100 bps; please refer to the graph below).

REITs’ historical performance during periods of inflation
Total return during periods of rising CPI
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Worldwide, leases tend to have rents indexed to some measure of inflation or are
contracted to escalate annually. Property values also tend to increase as higher
prices for labour, materials and land make construction less economically viable
without a proportionate rise in rental levels. This may result in a limit to new
property supply, which creates a barrier to entry that results in existing property
owners’ ability to increase occupancy levels and corresponding rents.

Property sub-sectors with shorter leases should outperform longer, fixed leases
during inflationary periods. Shorter lease periods can adjust to the prevailing
economic climate which allows landlords to benefit from economic expansion and
realise inflationary prices and rents more quickly upon lease expiration. However,
longer leases can still offer protection as new rents are adjusted to higher levels
during periods of increasing market rental growth.

If supply is contained, and all things being equal, property sub-sectors that enjoy a
higher growth in demand should also fare better than those sectors experiencing
lower demand. Such sub-sectors bolstered by demand, combined with
manageable levels of supply, should outperform sub-sectors that are experiencing
lacklustre demand and/or elevated supply levels. The long-term, risk-adjusted
investment approach that we use naturally skews our portfolio to those sectors
with strong fundamentals. These sectors, by implication, have robust inherent
growth potential that is often structural in nature, which should fare well in an
inflationary environment. We have positioned our portfolios accordingly.

We continue to favour residential real estate as our largest collective overweight
position. The overall fundamentals supporting residential are extremely strong,
with significant future demand seen to come from the millennial generation as they
move toward Single Family Rental over the next decade (thus creating a
demographic tailwind).

Strong demand
Significant pent-up demand in millennial generation likely to move toward single-
family rental over the next decade
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Source: US Census Bureau, April 2020 (data as of 2019).
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We also continue to favour industrial real estate given evidence of demand for
industrial space to facilitate e-commerce, as well as the potential structural
changes to worldwide supply chains away from JIT (Just-in-Time) inventory
management.

The possibility of diminished tenant profitability (or ability to pay) from spiking
warehouse rents is not yet an issue as rent constitutes a small percentage of a
tenant’s total supply chain costs (~5%), while transportation and labour expenses
are far more meaningful (>50% of costs) and are escalating. Warehouse rent, as a
percentage of sales, is a rounding error for online and physical retailers. Relocating
to a lower-rent market (and even submarket) is, in most cases, uneconomical as
the rent savings would be more than offset by higher transportation costs.

Pricing power of industrial landlords
Industrial sector focus on supply chain efficiency

When breaking down total logistics costs, operators are incentivised to reduce transport costs rather
than rent
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Source: Cushman & Wakefield, Morgan Stanley Research

Although the real estate sector, overall, is anticipated to perform well within an
environment of increasing inflation, when coupled with economic and/or structural
growth, we believe that ultimately the underlying fundamentals impacting the
various property sub-sectors will drive long-term performance to a greater extent
over time. Sectors with strong fundamentals and pricing power such as industrial,
single family residential, and manufactured homes are better positioned to raise
rents and achieve inflation-beating cash flow growth. On the contrary, in our view,
sectors with weak fundamentals and high vacancy rates such as malls and offices
will find it challenging to achieve any sort of rental growth.
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Tactical asset allocation
28 February 2022

Cash 25%

Hong Kong
19%

Australia 3.4%

Canzda 4.4%

Japan 5.5%

UK 6.8%

Europe 10.5%
USA 65.0%

Investments

Apartments 16.6%

Health Care
78%

Storage 6.9%

The following characteristics of listed real estate have historically impacted the

ability to hedge against inflation:

1 | Property types with shorter leases
(hotels, apartments, residential) —
vs longer leases (healthcare & net
lease) — may better absorb the
effects of inflation.

i.e. hotels which can benefit
immediately from improving
economic activity (by adjusting room
rates daily) which typically more
than offsets the impact of higher
labor costs (housekeeping, etc.).

2 | REITS typically have operating
margins of around 60%. REITs’
biggest costs are often property
taxes which tend to rise slowly.

i.e. low labour costs as few onsite
staff (except hotels & senior
housing).

3 | Leases are often linked to local
CPI or have ‘rental bumps’ in the
form of annual escalations
between 2- 4% p.a.

Contractual escalations tied to
inflation take time as rent increases
may occur several years later based
on trailing inflation.

4 . As inflation rises, key inputs such
as higher labour and materials
costs result in higher replacement
values and in consequence in-
place asset valuations, which
raises the barrier to new supply
(i.e. hinder development
pipelines).

This only matters when costs rise
significantly as is the case with
labour costs right now including the
shortage of skilled construction
workers).
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Conclusion

REITs” operating performance has generally achieved more than keeping pace
with inflation over the past few decades. Long-term leases typically have inflation
protection built in, and shorter-term leases are based on current price levels.
Further, REITs keep a portfolio of leases, a portion of which are negotiated every
year, so even REITs with longer-term leases have opportunities to reprice.
Collectively, this supports the fact that REIT dividend growth should increase
above inflation over the longer term, as has been the case in the US over the last
25 years.
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Important information

Investments in real estate securities can carry the same risks as
investing directly in real estate itself. Real estate prices move in
response to a variety of factors, including local, regional and
national economic and political conditions, interest rates and tax
considerations.

The value of participatory interests may go down as well as up
and past performance is not necessarily a guide to the future.
Fluctuationsor movements in exchange rates may cause the
value of underlying investments to go up or down. Forward
pricing is used. The Manager doesnot provide guarantee either
with respect to the capital or the return of a portfolio. The fund
price is calculated on a net asset value basis, whichis the total
value of all assets in the portfolio including any income and
expense accruals. Trail commission and incentives may be
paid and are for the account of the manager. Performance
figures quoted are from CatalystFund Managers Global and are
shown net of fees. Performance figures for periods longer
than 12 months are annualized. Annualised return is the
weighted average compound growth rate over the period
measured. Sanlam Asset Management is a registered
business name of Sanlam Asset Management (Ireland) Limited.
Performance is calculated on a NAV to NAV basis. International
investments or investments in foreign securities could be
accompanied by 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 limitationson the availability of market
information. The Manager has the right to closeany Portfolios
to new investors to manage them more efficiently in
accordance with their mandates. Collective investment
schemes are tradedat ruling prices.

Issued and approved by Sanlam Investments which is authorised and
regulated by the Financial Conduct Authority. Sanlam Investments is
thetrading name for our two Financial Conduct Authority (FCA)
regulated entities: Sanlam Investments UK Limited (FRN 459237) and
Sanlam Privatelnvestments (UK) Ltd (FRN 122588}, both having its
registered office at 24 Monument Street, London, EC3R 8AJ.

The Fund is a subfund of the MLC Global Multi-Strategy UCITS
Funds plc, an open-ended umbrella type investment company

with segregatediiability between its Funds authorised by the
Central Bank of Ireland (the “Central Bank”) as an undertaking for
collective investment in transferable securities pursuant to the
Regulations. The Fund is managed by Sanlam Asset
Management (Ireland) Limited, Beech House, Beech Hill Road,
Dublin 4,Ireland, Tel + 353 1 205 3510, Fax + 353 1 205 3521
whichis authorised by the Central Bank of Ireland, as a UCITS

IV Management Company, and an Alternative Investment Fund
Manager, and is licensed as a Financial Service Provider in terms
of Section 8 of the South African FAIS Act of 2002. The
Investment Management and Distribution of the Fund is
outsourced to Catalyst Fund Managers Global (Pty) Ltd pursuant
to the Investment Management Agreement between Catalyst
Fund Managers Global (Pty) Ltd and Sanlam Asset Management
(Ireland) (Pty) Ltd dated 27 September 2019. Catalyst Fund
Managers Global (Pty) Ltd is a company incorporated in South
Africa with a registered address as 4th Floor, Protea Place, 40
Dreyer Street, Claremont, Western Cape, South Africa, 7708.
Catalyst Fund Managers Global (Pty) Ltd is an authorised Financial
Services Provider (Licence No. 45418) in terms of the South African
FAIS Act of 2002.The MLC Global Multi-Strategy UCITS Funds plc
full prospectus, the Fund supplement, and the KIID/MDD s available

free of charge from theManager or at www.catalyst. co.za. Fund
prices are available daily at www.catalyst.co.za or www.sanlam.i.e.
This is neither an offer to sell, nor a solicitation to buy any securities
in any fund managed by us. Any offering is made only pursuant to
the relevant offering document, together with the current financial
statements of the relevant fund, and the relevant subscription
application forms, all of which must be read in their entirety together
with the MLC Global Multi-Strategy UCITS Funds plc prospectus,
Fund supplement and the KIID/MDD. No offer to purchase securities
will be made or accepted prior to receipt by the offeree of these
documents, and the completion of all appropriate documentation.
This is a Section 65 approved fund under the Collective Investment
Schemes Control Act 45, 2002 (CISCA). Sanlam Collective
Investments (RF) (Pty) Ltd is the South African Representative Office
for thisfund. Although all reasonable steps have been taken to
ensure the information in the portfolio fact sheet is accurate,
Sanlam Asset Management Ireland Ltd does not accept any
responsibility for any claim, damages, loss or expense; however it
arises, out of or in connection with theinformation. No member of
Sanlam gives any representation, warranty or undertaking, nor
accepts any responsibility or liability as to the accuracy of any of this
information.

This document contains information intended only for the person to
whom itis addressed or presented (Investment Professionals,

defined as Eligible Counterparties or Professional Clients), and is
intended for evaluation purposes, with no licence to use the content
or materials within. It must notbe distributed to general public, or
relied upon by Retail Investors. The opinions are those of the author
at the time of publication and aresubject to change, without notice,
at any time due to changes in marketor economic conditions. Whilst
care has been taken in compiling the content of this document,
neither Sanlam nor any other person makes anyguarantee,
representation or warranty, express or implied as toits accuracy,
completeness or fairness of the information and opinions contained
in this document, which has been prepared in good faith, and to the
fullest extent permissible under UK law. Some parts/sections of this
document may been compiled from external sources. Whilst these
sourcesare believed to be reliable, the information has not been
independently verified and is subject to material amendment,
revision and updating, therefore no representation is made as to its
accuracy or completeness. Noreliance may be placed for any
purpose whatsoever on the information, representations or opinions
contained in this document nor shall it or any part of it form the basis
of or act as an inducement to enter into any contract for any
securities, and to the fullest extent permissible under UK lawno liability
is accepted or any such information, representations or opinions.
The comments should not be construed as a recommendation of
individual holdings or market sectors, but as an illustration of broader
themes.

The fund mentioned in this document is only available for sale in
certain jurisdictions. For the avoidance of doubt, this document is
not intended to promote the Fund to any person in any jurisdiction
where such promotion isnot permitted under applicable laws and
regulations. Potential investors in the Fund should inform themselves
of the applicable laws and regulations ofthe countries of their
citizenship, residence or domicile and which might berelevant to any
type of transaction in shares/units of the Fund. By acceptingthe terms
of this disclaimer, you expressly acknowledge that you are, as the
case may be, an investor who is legally or otherwise duly authorised
to seek information about our Funds. FPR-0028987
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