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Liquid Real Assets: 1922 performance udpate

= Gilts are not providing capital protection in real terms

» The top 5 contributors to performance were Energy, Gold, Industrial
Metals, Agriculture & Precious Metals

= Liquid Real Assets — with risk constraints - provide an alternative to
Bonds

The pressure on nominal bonds from rising inflation continues. Real assets provide potential for
inflation protection.

Our Liquid Real Assets Index represents a combination of higher-risk, inflation-sensitive assets
(such as listed property, infrastructure, commodities and natural resources) and lower-risk, rate-
sensitive assets (such as Floating Rate Notes).

This mix is intended to provide exposure to a real asset return pattern, with bond-like volatility.
Bonds are not providing capital protection in real terms

Looking at cumulative performance since index inception, the total return on UK Government
Bonds (“Gilts”), now lags behind cumulative inflation, meaning that bonds are failing to protect
capital in real terms.

By contrast, the cumulative return of the Liquid Real Asset Index is outpacing inflation. In
cumulative terms, since inception (Dec-17) the Liquid Real Assets Index has returned +30.87% in
GBP terms, compared to +2.49% for Gilts.

In annualised terms, that translates to +6.53% and +0.58% per year respectively.
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Fig.1. Cumulative returns since inception
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Source: Elston research, Bloomberg data, as at 31t March 2022

Looking at performance since Dec-20 — when we recommended an overweight on Liquid Real
Assets relative to Gilts — the performance gap between the Liquid Real Assets index and Gilts has
become more acute as inflation pressure has mounted.

Having exposure to liquid real assets means “owning the problem” when it comes to inflation risk.

Fig.2. YTD Performance (real asset components)

."E|St0n Inflation protection asset class performance (since Dec-20)

- e e | K Gilts 0

160
UK IL Gilts

150

Commedities

— 0 120

Property 100

a0 -
e |1\ fr @S TTUCTUTE 80
—l = = = = =0 = = = = =7 = = = = == = o~ o~ .6loe
o od o~ od o o o o o ol o o o o od od [} .—Q,J pj r~j r‘j
-~ & & ! I = = - — — o [e] - i = & (L\ & u
o] o] @ 1] T Q [} o S 3S~N3 =] a1} = = o o8] @ - . o]
=2 2 ¢ = = £ =2 2 =2 3 T 2 A O 0z O 4o = R <=
Elston Liguid Real = & d ! ! R ~ N = L= ! ! : [ ! i -
LIQUIG R o N N ot v Wl gy LD M S 2 50N A m s s o o
A Ao - o [aN] - (] ~ (V] A - oJ — (e} ~J - (o] ~J —
Assets Index

Source: Elston research, Bloomberg data, as at 31t March 2022



-~ Elston

Top 5 contributors to performance

The contributors to returns in 1g22 have been Energy, Gold, Industrial Metals, Agriculture &
Precious Metals. The detractors were Water, Index-Linked Gilts and Mortgage-Backed Securities.
The attribution analysis for Liquid Real Asset components is summarised below.

Fig.3. Attribution analysis
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Source: Elston research, Bloomberg data, as at 315 March 2022
The volatility profile of the index is consistent with the volatility profile of UK gilts.

Fig.4. Rolling Volatility
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In addition to asset-based diversification of incorporating real assets into a multi-asset portfolio,
the correlation structure of real assets, relative to an equity/bond portfolio introduces “risk-based”
diversification.
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Whilst long-run correlations are useful for strategic asset allocation, short-run correlations indicate
realised potential for diversification benefits in the near-term. Relative to the previous quarter
ending December 2021, the correlation of Gold, Commodities and Mortgage-Backed Securities
were low and decreased relative to a 60/40 equity/bond portfolio. The rolling 260 day correlation
of various Liquid Real Asset classes, relative to our 60/40 index is presented below.

Fig.5. Rolling correlation
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Source: Elston research, Bloomberg data, as at 315 March 2022
Liquid Real Assets — with risk constraints - provide an alternative to Bonds

For so long as we are living with inflation, nominal bonds will remain under pressure. When it
comes to adapting portfolios for inflation, it makes sense to substitute all or part of a traditional
bond allocation with reduced duration, liquid real assets (subject to risk constraints) and
alternative strategies (e.g. Targeted Absolute Return funds)

Summary

Liquid Real Assets provide asset-based diversification beyond property and infrastructure, and
risk-based diversification owing to the varied and changing correlation structure of liquid real
asset components with a traditional equity/bond portfolio.

In this way, the strategy’s exposure to liquid real assets enables a return premium to nominal
bonds during an inflationary regime, but is paired with lower risk rate-sensitive assets to give an
overall level of risk commensurate with bonds.

Find out more about our Liquid Real Assets Index

Find out more Adapting Portfolios for Inflation

See all our Research Insights



https://www.elstonsolutions.co.uk/liquid-real-assets.html
https://www.elstonsolutions.co.uk/insights/adapting-portfolios-for-inflation
https://www.elstonsolutions.co.uk/insights
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For more insights and information on research, portfolios and indices, visit:

Find out more

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

www.elstonsolutions.co.uk

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 1I"): 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” is a Regulated Benchmark. 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.

© Elston Consulting Limited. All rights reserved No unauthorised reproduction.
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