
 
 
 
 

ELSTON RESEARCH  www.elstonsolutions.co.uk/insights 

© ELSTON CONSULTING LTD ALL RIGHTS RESERVED  FOR UK ADVISERS / PROFESSIONAL INVESTORS ONLY 

Insights 

5th March 2021 

 Elston 

 

Inflation-linked gilts don’t provide short-term inflation protection 

 

 We look at the YTD performance of “inflation-hedge” asset classes in 

GBP terms, with reference to US and UK 5Y BEIR 

 Commodities & Industrial metals have provided best defence, Gold 

and Inflation-Linked Gilts have provided least protection 

 A layered approach to portfolio protection makes sense with Liquid 

Real Asset ETFs for the near- and medium-term, and inflation-linked 

bonds and equity income for the long-term 

 

Focus on inflation 

In our recent Focus on Inflation webinar we cited the study by Briere & Signori (2011) looking at the 

long run correlations between asset returns and inflation over time. 

We highlighted the “layered” effect of different inflation protection strategies (1973-1990) with cash 

(assuming interest rate rises), and commodities providing best near-term protection, inflation linked 

bonds and real estate providing medium-term protection, and equities providing long-term 

protections.  Nominal bonds were impacted most negatively by inflation. 

 

Source: Briere & Signori  (2011), BIS Research Papers 

https://www.brighttalk.com/webcast/18493/465164


 

 
ELSTON RESEARCH  www.elstonsolutions.co.uk/insights 

© ELSTON CONSULTING LTD ALL RIGHTS RESERVED  FOR UK ADVISERS / PROFESSIONAL INVESTORS ONLY 

2 

 Elston 

 

Given the growing fears of inflation breaking out, we plotted the YTD returns of those “inflation-

hedge” asset classes, in GBP terms for UK investors, with reference to the US and UK 5 Year 

Breakeven Inflation Rates (BEIR). 

Figure 2: Inflation-hedge asset class performance (GBP, YTD) vs US & UK 5Y BEIR 

 

Source: Elston research, Bloomberg data, as at 5th March 2021 

Winners and Losers so far 

We looked at the YTD performance in GBP of the following broad “inflation hedge” asset classes, 

each represented by a selected ETF:  Gilts, Inflation Linked Gilts, Commodities, Gold, Industrial 

Metals, Global Property, Multi-Asset Infrastructure and Equity Income. 

Looking at price performance year to date in GBP terms: 

 The best protections thus far have been Broad Commodities +7.4% and Industrial Metals 

+4.8%  

 The worst protections thus far have been Gold -11.5% and Inflation Linked Gilts -6.3%. 

So Inflation-Linked Gilts don’t provide inflation protection? 

Not in the short run, no. 

UK inflation linked gilts have an effective duration of 22 years, so are highly interest rate sensitive.  

Fears that inflation pick up could lead to a rise in interest rates therefore reduces the capital value 

of those bond (offset by greater level of income payments, if held to maturity). 

So whilst they provide medium- to long-term inflation protection, they are poor protection against 

a near-term inflation shock. 

  

Source: Elston, Bloomberg 
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Conclusion 

In conclusion, we observe: 

 To integrate an inflation-protection strategy within a portfolio, a layered approach to 

inflation-hedge assets makes sense to mitigate inflation risk over different time frames. 

 Inflation-linked gilts, owing to their long duration, will not respond well near-term to fears 

of potential interest rate increases and or interest rate volatility. 

 Each inflation-hedging asset class is available through liquid, transparent and cost-efficient 

ETFs, or as a portfolio of Liquid Real Assets ETFs. 

 

 

 

 

Find out more 

For more insights and information on research, portfolios and indices, visit: 

www.elstonsolutions.co.uk or NH ETF<Go> 

www.elstonsolutions.co.uk  

http://www.elstonsolutions.co.uk/
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ABOUT ELSTON 

We research, design and build investment solutions with and for asset owners, managers 

and advisers. 

Our Research & CPD focuses on multi-asset strategies, index funds and ETFs. 

 

 

 

 

 

 

 

NOTICES 

With reference to the European Union Directive 2014/65/EU on markets in financial instruments (“MiFID II”): this Report 

does not provide a recommendation for an action, provides information freely available for public consumption and does 

not therefore constitute “Research” as defined by MiFID II.  This is because this report contains purely factual information 

on one or several financial instruments or issuers and does not explicitly or implicitly recommend or suggest an investment 

strategy.  It does not therefore constitute an investment recommendation as defined within the meaning of Article 3(1)(35) 

of EU Markets Abuse Regulation (“MAR”), in conjunction with Article 3(1)(34) of MAR.  For further information, please refer 

to ESMA guidance ESMA70-145-111 Version 12. 

With reference to the European Union's Market Abuse Regulation (Regulation (EU) 596/2014): we warrant that the 

information in this report is presented objectively, and the following commercial interests are hereby disclosed: Elston 

Consulting Limited creates research portfolios and administers indices that may or may not be referenced in this report.  

If referenced, this is clearly designated and is to raise awareness and provide purely factual information as regards these 

portfolios and/or indices. 

An “Index Portfolio” is not a regulated benchmark but a research portfolio of index-tracking investments with a periodic 

rebalancing scheme. 

All company, product and service names and trademarks used in this article are for identification purposes only and are 

the property of their respective owners, and their usage does not imply endorsement. 

This document is not an advertisement or financial promotion. It is provided for informational purposes only and is not 

intended to be an offer or solicitation, or the basis for any contract to purchase or sell any security or other instrument, 

or for Elston Consulting Limited to enter into or arrange any type of transaction as a consequence of any information 

contained herein. 

This document is issued by Elston Consulting Limited registered in England & Wales, registration number 07125478, 

registered office: 1 King William Street, London EC4N 7AF. 
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