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September 30, 2022
Dear Investor,

Attached is an article from the Economist titled, A New Macroeconomic Era is Emerging. Sound
familiar? If you've been reading our letters, you will have undoubtedly noticed we have been
practically yelling this message for some time. It looks like others, including The Economist,
have also recognized that the times, “they are a changin’.” We think these times are largely
changing in a way that favors where we are invested. | was recently invited to be a guest on
Lauren Templeton’s podcast (Link), where I further highlight what we are seeing in today’s

environment and why we believe we are well positioned.

As a brief note on our performance, when we look at the positions which most detracted from
Q3 performance, we remain very bullish on their prospects. David Einhorn recently said,
“..nobody knows what anything is worth, so there’s an enormous number of companies that
are dramatically mis-valued in ways we haven’t seen before.” In such an environment we
reiterate that valuation matters. It is the reason we have continued to implement our value
investing philosophy in the face of much pushback. It is why we are further encouraged when
we compare these detractors’ basic valuation metrics to that of the overall market.

Company P/E P/B
Insteel Industries, Inc. 4.1 1.4
Western Digital Corporation 6.8 0.8
GrafTech International Ltd. 2.2 5.7
Trican Well Service Ltd. 18.8 1.3
Tidewater Midstream and Infrastructure Ltd. 7.0 0.5
Average 7.8 1.9
S&P 500 18.1 3.6

Source: Capital IQ, Nasdaq

Please mark your calendars for November 2274 when we will be hosting our year-end meeting,
so please keep an eye out for further information on that event. As always, we are happy to
answer any questions you might have and thank you for your trust in us.

All the best,

R0 AR

Bob



The
Economist

What next?

A new era of macroeconomics is emerging, bringing promise and peril

OR MONTHS there has been turmoil in financial markets and
Fgrowing evidence of stress in the world economy. You might
think that these are just the normal signs of a bear market and a
coming recession. But, as our special report this week lays out,
they also mark the painful emergence of a new regime in the
world economy—a shift that may be as consequential as the rise
of Keynesianism after the second world war, and the pivot to free
markets and globalisation in the 1990s. This new era holds the
promise that the rich world might escape the low-growth trap of
the 2010s and tackle big problems such as ageing and climate
change. But it also brings acute dangers, from financial chaos to
broken central banks and out-of-control public spending.

The ructions in the markets are of a magnitude not seen for a
generation. Global inflation is in double digits for the first time
in nearly 40 years. Having been slow to respond, the Federal
Reserve is now cranking up interest rates at the fastest pace
since the 1980s, while the dollar is at its strongest for two de-
cades, causing chaos outside America. If you have an invest-
ment portfolio or a pension, this year has been gruesome. Global
shares have dropped by 25% in dollar terms, the worst year since
at least the 1980s, and government bonds are on course for their
worst year since1949. Alongside some $4o0trn of losses there is a
queasy sense that the world order is being upended as globalisa-
tion heads into retreat and the energy system is
fractured after Russia’s invasion of Ukraine.

All this marks a definitive end to the age of
economic placidity in the 2010s. After the glo-
bal financial crisis of 2007-09 the performance
of rich economies assumed a feeble pattern.
Investment by private firms was subdued, even
at those making monster profits, while govern-
ments did not take up the slack: the public cap-
ital stock actually shrank around the world, as a share of GDP, in
the decade after Lehman Brothers collapsed. Economic growth
was sluggish and inflation was low. With the private and public
sectors doing little to stimulate more activity, central banks be-
came the only game in town. They held interest rates at rock-
bottom levels and bought huge volumes of bonds at any sign of
trouble, extending their reach ever further into the economy. On
the eve of the pandemic central banks in America, Europe and
Japan owned a staggering $15trn of financial assets.

The extraordinary challenge of the pandemic led to extra-
ordinary actions which helped unleash today’s inflation: wild
government stimulus and bail-outs, temporarily skewed pat-
terns of consumer demand and lockdown-induced supply-
chain tangles. That inflationary impulse has since been turbo-
charged by the energy crunch as Russia, one of the largest ex-
porters of fossil fuels along with Saudi Arabia, has isolated itself
from its markets in the West. Faced with a serious inflation pro-
blem the Fed has already raised rates from a maximum of 0.25%
t03.25% and is expected to take them to 4.5% by early 2023. Glob-
ally, most monetary authorities are tightening too.

What on earth comes next? One immediate fear is of a blow-
up, as a financial system that has become habituated to low rates
wakes up to the soaring cost of borrowing. Although one mid-

sized lender, Credit Suisse, is under pressure, it is unlikely that
banks will become a big problem: most have bigger safety buff-
ers than in the past. Instead the dangers lie elsewhere, in a new-
look financial system that relies less on banks and more on fluid
markets and technology (see Finance & economics section). The
good news is that your deposits are not about to go up in smoke.
The bad news is that this system for financing firms and con-
sumers is opaque and hypersensitive to losses.

You can already see this in the credit markets. As firms that
buy debt shy away from risk, the interest rate on mortgages and
junk bonds is soaring. The market for “leveraged loans” used to
finance corporate buy-outs has seized up—if Elon Musk buys
Twitter the resulting debts may become a big problem (see Busi-
ness section). Meanwhile investment funds, including pension
schemes, facelosses on the portfolios of illiquid assets they have
accumulated. Parts of the plumbing could stop working. The
Treasury market has become more erratic (see Buttonwood)
while European energy firms have faced crushing collateral calls
on their hedges. Britain’s bond market has been thrown into
chaos by obscure derivatives bets made by its pension funds.

If markets stop working smoothly, impeding the flow of cred-
it or threatening contagion, central banks may step in: already
the Bank of England has done a u-turn and started buying bonds
again, cutting against its simultaneous com-
mitment to raise rates. The related belief that
central banks will not have the resolve to follow
through on their tough talk is behind the other
big fear: that the world will return to the 1970s,
with rampant inflation. In one sense this is
alarmist and over the top. Most forecasters
reckon inflation in America will fall from the
present 8% to 4% in 2023 as energy price-rises
ebb and higher rates bite. Yet while the odds of inflation going to
20% are tiny, there is a glaring question about whether govern-
ments and central banks will ever bring it back down to 2%.

A moving target

To understand why, look beyond the hurly-burly to the long-
term fundamentals. In a big shift from the 2010s, a structural rise
in government spending and investment is under way. Ageing
citizens will need more health care. Europe and Japan will spend
more on defence to counter threats from Russia and China. Cli-
mate change and the quest for security will boost state invest-
ment in energy, from renewable infrastructure to gas terminals.
And geopolitical tensions are leading governments to spend
more on industrial policy. Yet even as investment rises, demog-
raphy will weigh ever more heavily on rich economies. As people
getolder they save more, and this excess of savings will continue
to act to depress the underlying real rate of interest.

Asaresult the fundamental trends in the 2020s and 2030s are
for bigger government but still-low real interest rates. For cen-
tral banks this creates an acute dilemma. In order to get inflation
down to their targets of roughly 2% they may have to tighten
enough to cause a recession. This would incur a high human
cost in the form of job losses and trigger a fierce political back- y»
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» lash. Moreover, if the economy deflates and ends up back in the
low-growth, low-rate trap of the 2010s, central banks may once
again lack enough stimulus tools. The temptation now is to find
another way out: to ditch the 2% inflation targets of recent de-
cades and raise them modestly to, say, 4%. That is likely to be on
the menu when the Fed begins its next strategy review in 2024.

This brave new world of somewhat higher government
spending and somewhat higher inflation would have advan-
tages. In the short run it would mean a less severe recession or
none atall. And in the long run it would mean that central banks
have more room to cut interest rates in a downturn, reducing the
need for bond-buying and bail-outs whenever anything goes
wrong, which cause ever-greater distortion of the economy.

Yet it also comes with big dangers. Central banks’ credibility
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will be damaged: if the goalposts are moved once, why not again?
Millions of contracts and investments written on the promise of
2% inflation would be disrupted, while mildly higher inflation
would redistribute wealth from creditors to debtors. Meanwhile,
the promise of moderately bigger government could easily spiral
out of control, if populist politicians make reckless spending
pledges or if state investments in energy and industrial policy
are poorly executed and morph into bloated vanity projects that
drag down productivity.

These opportunities and dangers are daunting. But it is time
to start weighing them and their implications for citizens and
businesses. The biggest mistakes in economics are failures of
imagination that reflect an assumption that today’s regime will
last for ever. It never does. Change is coming. Get ready. m
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The above letter, dated September 30, 2022, is an update letter of Robotti & Company Advisors, LLC
("Robotti Advisors"). This letter should be read in conjunction with the following disclosure information:
This information is for illustration and discussion purposes only and is not intended to be a recommendation,
or an offer to sell, or a solicitation of any offer to open a separate account or become an investor in a private
fund managed by Robotti & Company Advisors, LLC, as the case may be, nor should it be construed or
used as investment, tax, ERISA or legal advice. Any such offer or solicitation will be made only by means of
delivery of a presentation, prospectus, account agreement, or other information relating to such investment and
only to suitable investors in those jurisdictions where permitted by law.

Further, the contents of this letter should not be relied upon in substitution of the exercise of independent
judgment. The information is furnished as of the date shown, and is subject to change and to updating without
notice; no representation is made with respect to its accuracy, completeness or timeliness and may not be relied
upon for the purposes of entering into any transaction. The information herein is not intended to be a complete
performance presentation or analysis and is subject to change. None of Robotti & Company Advisors, LLC, as
investment advisor to the accounts, private funds, or products referred to herein, or any affiliate, manager,
member, officer, employee or agent or representative thereof makes any representation or warranty with respect
to the information provided herein.

In addition, certain information has been obtained from third party sources and, although believed to be reliable,
the information has not been independently verified and its accuracy or completeness cannot be guaranteed. Any
investment is subject to risks that include, among others, the risk of adverse or unanticipated market
developments, issuer default, and risk of illiquidity. Past performance is not indicative of future results. If
interested, please contact us for additional information about our performance related data.

The attached material was provided to investors in a specific Robotti Advisors vehicle at a specific past point of
time, advice that may no longer be current or timely. References to past specific holdings of that specific vehicle
and matters of related historic fact must be seen in context (as would have been apparent to investors in that
vehicle) and are not intended to refer directly or indirectly to specific past recommendations of Robotti Advisors
(other than as an indication of language sometimes found in the newsletters). Any reference to a past specific
holding or outcome is not intended as representative. None the less, for individuals actively interested in
investing in such vehicle, a list of recommendations made by Robotti Advisors with regard to the vehicle in
question will be made available on request.

Note: certain statements in the attached material, including but not limited to (a) statements of things that “are
well known” to be the case (other examples include: “In hindsight people often say, “I should have known
better,” and more often than not, they did.”), (b) statements with the phrase “always”, and (c) certain similar
statements, are not intended to represent absolute literal fact, but rather represent certain
colloquialisms/mannerisms expressed by select market participants (but not necessarily individuals associated
with Robotti Advisors).

Opinions contained in this letter reflect the judgment as of the day and time of the publication and are subject to
change without notice and may no longer represent its current opinion or advice due to market change or for any
other reason. Robotti & Company Advisors, LLC may provide investment advisory services to clients other than
its separately managed accounts and private fund clients, and results between clients may differ materially.
Robotti & Company Advisors, LLC believes that such differences are attributable to different investment
objectives and strategies between clients.

The information provided herein is confidential and proprietary and is, and will remain at all times, the property
of Robotti & Company Advisors, LLC, as investment manager, and/or its affiliates. The information is being
provided for informational purposes only. A copy of Robotti & Company Advisors, LLC’s Form ADV, Part 2
is available upon request. Additional information about the Advisor is also available on the SEC’s website at
www.adviserinfo.sec.gov




