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Disclaimer

CG Asset Management Limited (“CGAM”) is authorised and regulated by the Financial Conduct Authority to carry on regulated act ivities in the United 
Kingdom. 

The information contained in this Document has been prepared by and is the sole copyright of CGAM.

No representation is being made that the Fund or any other fund or account will or are likely to achieve profits or losses similar to those shown and, as 
with any investment, there is a possibility of profit as well as the risk of loss. Past performance is not indicative of future results.

The information contained in this Document is not investment, tax, accounting or legal advice and does not take into consideration the investment 
objectives, financial situation or particular needs of the recipient. Investing entails certain risks, including the possible loss of the entire principal amount 
invested. The recipient of this Document should seek its own financial, tax, accounting and legal advice in connection with any proposed investment.

No representation or warranty is made or given by CGAM or any of its members, officers, employees or affiliates as to the accuracy, completeness or 
fairness of the information contained in this Document. No responsibility or liability is accepted for any such information. The information in this 
Document has not been independently verified and is subject at all times to the conditions, caveats and limitations described in this Document. All 
opinions, projections and estimates constitute the judgment of CGAM as of the date of this Document and are subject to change without notice. The 
delivery of this Document at any time subsequent to the date of this Document will not under any circumstances create an implication that the 
information contained herein is correct as of any time subsequent to such date. No reliance may be placed for any purpose whatsoever on the 
information contained in this Document or on its completeness. Any risk guidelines referred to herein are internal risk guidelines and are subject to 
change by CGAM without notice to investors.

This Document is not intended to be distributed in any jurisdiction where such distribution is not permitted by the local law. Without prejudice to the 
generality of the foregoing, this document is not intended, and should not be construed as, marketing of any alternative investment fund for the 
purposes of any legislation implementing EU Directive 2011/61/EU on Alternative Investment Fund Managers in any member state of the EEA.

The information contained in this Document has not been approved by the UK Financial Conduct Authority or any other regulatory authority, nor has 
any regulatory authority passed upon the accuracy or adequacy of this Document. 
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CGAM’s UK index-linked holdings have outperformed the index in recent years

CGAM currently manages £1.3bn in index-linked bond assets globally

Why CG Asset Management?
CG Asset Management is an experienced and well-established participant in 
index-linked bond markets globally

CGAM has been investing in index-linked bonds for over 30 years

CGAM’s US and global index-linked bond funds have outperformed their benchmarks since 
inception

CGAM has established relationships with a wide network of trading counterparties in index-
linked bonds, allowing us to access greater liquidity in less liquid government bond markets

Despite deep sector experience, CGAM is a low-cost provider of index-linked expertise
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Why CG Asset Management?

CGAM has a long pedigree of investing in index-linked bonds

CGT first purchases 
UK Linkers

1992

1998

CGT first purchases 
US TIPS

Real Return Fund 
launched

2004

2009

Dollar Fund 
launched 

Hedged Dollar Fund 
launched

2016

2023

UK Index-Linked Fund 
launched 
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Dollar Fund – Performance since inception

Our established index-linked funds have outperformed their benchmarks since 
their inception, and we manage approx. £1.3 bn in index-linked globally

Source: Bloomberg Finance LP, Northern Trust 

Why CG Asset Management?

Real Return – Performance since inception
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Overview

Funds Summary

Strategy Fund ISIN Launched AUM6 Dealing 
Frequency2 AMC Fee TER

Absolute Return

Long only investments 
in a portfolio of bonds, 
equities and 
commodities

Capital Gearing Trust GB00BT66KP92 19821 £815m Listed 0.41%3 0.58% 

CG Absolute Return  
(EUR Hedged, USD Hedged available)

IE00BYQ69B30 2016 £577m Daily 0.35% 0.50%

Capital Gearing Portfolio
(P,V shares)

IE00BG5Q6F12 2001 £204m Daily 0.75% 0.90%

Real Return

Long only investments 
in inflation-linked 
bonds

CG Real Return Fund
(GBP Hedged available)

IE0034304117 2004 £163m Daily 0.30% / 
0.20%4 0.45%

CG Dollar Fund
(GBP Hedged, EUR Hedged and USD 
Unhedged available)

IE00B41GP767 2009 £359m Daily 0.25% / 
0.15%5 0.40%

CG UK Index-Linked Bond 
Fund IE000ZSVG218 2023 £26m Daily 0.15% 0.27%

1 Peter Spiller began managing Capital Gearing Trust in 1982; 2 Capital Gearing Trust is an Investment Trust listed on the London Stock Exchange, all other funds are Open Ended UCITS domici led in Dublin; 3 Tiered fee 
structure, marginal rate is 0.3% above £500m; 4 0.3% below £500m, 0.2% above; 5 0.25% below £1bn, 0.15% above; 6 As of 31st August 2026
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1. Inflation as a threat to investors’ wealth: the changing inflationary outlook

2. Why do index-linked bonds exist? A brief history

3. How do index-linked bonds work? Real yields, nominal yields, and the 
breakeven rate of inflation 

4. Relative performance: index-linked versus conventional government 
bonds 

5. How do index-linked bonds fit into a portfolio? Portfolio construction 
using index-linked bonds

Agenda: 



A threat to investors’ real wealth
The changing inflationary outlook
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Inflation Outlook 
Inflation is a significant threat to purchasing power over time. All investors 
must be alert to the outlook for inflation to avoid gradual erosion of wealth

Real value of £100 after 3% inflation per annum

Source: CGAM calculations. 
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Inflation Outlook
We believe that the disinflationary era that has characterised the last 25 years 
has come to an end

Globalisation Unwind Energy TransitionWar / Defence Capital vs. Labour

• Deflationary tailwind of 
globalisation diminishing as 
China wages approach those 
of developed economies

• Reshoring will increase costs

• Significant capex required to 
bring about reshoring will be 
inflationary

• Energy transition will require 
massive capital investment

• Likely to generate a shortage 
of key materials notably 
copper and other metals

• Requires decommissioning of 
otherwise productive assets

• Defence spending will rise 
globally in response to 
Russian war in Ukraine and 
outbreak of war in the 
Middle East 

• Trade will continue to flow 
along political rather than 
economic lines

• Labour share of GDP has 
been falling

• Unionisation and union 
assertiveness is rising in 
response to recent inflation
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Inflation Outlook
There is a wide range of possible outcomes to the Iran War, but recent 
history shows that war brings inflation 
UK CPI, 1950 to present (YoY, %)

Source: UK Office for National Statistics, Bloomberg Finance LP.

Russia-
Ukraine War

Yom Kippur 
War, OAPEC oil 

embargo 

Korean 
War
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Inflation Outlook
With no immediate resolution in sight, the war has turned into a shift in 
international energy dominance

Netherlands TTF Gas Price (EUR/MwH, first contract)Brent Crude Price ($/bbl, first contract)

Source: Bank for International Settlements,, Bloomberg Finance LP. 
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Inflation Outlook
Successive years of fiscal deficits have led to elevated government debt 
levels. This stimulus has generated a lasting inflationary impulse

UK & US Fiscal Balance (% of GDP)UK & US Government Debt (% of GDP)

Source: Bank for International Settlements,, Bloomberg Finance LP. 
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Why do index-linked bonds exist?
A brief history
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A brief history
Revolutionary Americans first invented instruments to hedge against 
inflation, which had arisen from excessive money printing

Photo credit: Wikipedia (Creative Commons)

18th Century Massachusetts Bank Bills
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In the 20th century, governments began to issue index-linked bonds to signal 
a commitment to monetary stability and fiscal prudence

Finland issues first 

index-linked bonds

1945

1955

Israel and Iceland 
begin issuing index-

linked bonds

Various South 
American countries 

issue index-linked bonds

1960s-
70s

1980

United Kingdom 
launches first index-

linked Treasury Stock in 
1981

Canada (1991), Sweden 
(1994), New Zealand 

(1995), USA (1997), 
France (1998) issue their 
first index-linked bonds

1990

A brief history

Australia begins to 

issue index-linked 

bonds in 1985
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Issuer Indexed nominal value (£bn) Number of index-linked bonds Percentage of total government debt

United States 1,596 53 6%

United Kingdom 708 34 23%

France 273 18 9%

Italy 247 21 17%

Spain 87 8 7%

Germany 53 3 2%

Japan 49 10 0.8%

Canada 40 8 2%

Australia 30 6 4%

Sweden 13 7 7%

New Zealand 11 4 11%

Denmark 6 2 6%

A brief history

There is now a wide range of developed market issuers

Source: Bloomberg Finance L.P, Bank for International Settlements, CGAM calculations. Note that nominal issuance amounts are rou nded to nearest £5bn, and percentages of government debt are stated to the nearest 
percentage point.



How do index-linked bonds work?
Real yields, nominal yields, and breakeven rates of inflation 
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How do index-linked bonds work?

What is an index-linked government bond?

• A conventional government bond pays semi-annual coupons throughout its life and will pay the 
principal at maturity. The £ value of the coupon payments and principal are known in advance. 

• e.g. UKT 0.5% 01/31/2033 (conventional gilt) will pay a coupon of 0.25% (=0.5/2) semi-annually and 
a principal of £100 at maturity. 

• An index-linked government bond also pays semi-annual coupons and a principal at maturity.

• The coupon payments and principal are indexed to the level of inflation experienced over the life of 
the bond. In the UK, they are indexed to the RPI. 

• The purpose of this is to maintain the purchasing power of the coupons and the principal over the 
life of the bond. 

• e.g. UKTI 0.125% 03/22/2029 (index-linked gilt) will pay a 0.0625% semi-annually and a principal of 
£100 in real terms. 

• At the time of issuer, they are designed to deliver the level of purchasing power equivalent to a 
0.125% coupon and a principal of £100 in 2029.
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100 4
…

4
104

Today Y1 … Y9 Y10

£100 at par into a nominal bond with a 4% coupon

How do index-linked bonds work?

Nominal bond cashflows are known at the outset but carry inflation risk

Source: CGAM

4% yield 
compensates 

for…

But we don’t 
know what 

inflation will 
be

Expected path 

of short term 

rates

Inflation 

Risk

Term premia 

0%

1%

2%

3%

4%

Nominal yield

The value of a nominal bond changes with nominal interest rates

Key components of the nominal yield 
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Today t+1 … t+i Maturity

Accrued Inflation Coupon Original Principal

How do index-linked bonds work?

Index-linked bond cash flows are known in real terms but the nominal amount 
is not known

Source: CGAM

£100 at par at issue with a 2% coupon …but the coupon payments and principal go up with inflation 

Expected 

short term 

rates

Term premia

0%

1%

2%

Real yield

𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑃𝑎𝑦𝑚𝑒𝑛𝑡 𝑡+𝑖

= 𝐶𝑜𝑢𝑝𝑜𝑛 ∗ 𝐼𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛 𝑎𝑑𝑗. 𝑝𝑟𝑖𝑛𝑐𝑖𝑝𝑎𝑙

Just as the value of a nominal bond changes with nominal interest rates, 
the value of an index-linked bond changes with real interest rates
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How do index-linked bonds work?
In the case of index-linked bonds the nominal cashflows will depend on 
experienced inflation, but the real return is certain

Source: CGAM

Cashflows from investing £100 at par into an index-linked bond with a 2% coupon and average 2.5% inflation 

100 2.1 2.1 2.2 2.2 2.3 2.3 2.4 2.4 2.5 2.6

128

Today Y1 Y2 Y3 Y4 Y5 Y6 Y7 Y8 Y9 Y10 Y10

Coupon 2% 2% 2% 2% 2% 2% 2% 2% 2% 2%

Index ratio 103 105 108 110 113 116 119 122 125 128

Interest paid 2.1 2.1 2.2 2.2 2.3 2.3 2.4 2.4 2.5 2.6

Principal -100 128
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How do index-linked bonds work?

The breakeven rate of inflation

The Fisher Equation 

Nominal interest rate ≈ real interest rate + inflation expectation 

Inflation expectation ≈ nominal interest rate – real interest rate Rearranged: 

The breakeven rate of 
inflation

Nominal government 
bond yield

Real government 
bond yield

Two  interpretations of the breakeven rate of inflation: 

1. The average level of inflation you would need over the life of the bond for the 
returns on  a nominal and index-linked bond to be the same; or

2. The market’s expectation of what inflation will be over the life of the bond.
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How do index-linked bonds work?

What moves index-linked bond prices?

Start with the Fisher Equation: 

Nominal interest rate ≈ real interest rate + inflation expectation 

Market clearing price

Nominal government 
bond market 

Residual

Relative demand for I/L 
and nominal bonds

Market clearing price

Index-linked government 
bond market

Key principles: 

1. Nominal government bond prices move with 
nominal interest rates.

2. Index-linked government bond prices move with 
real interest rates. 

3. Real interest rates are driven by movements in 
nominal interest rates and inflation expectations.

Drivers of movements in real rates: 

• Central bank policy rates

• Central bank balance sheet size (QE/QT)

• Fiscal policy and government debt

• Public confidence in government

• Outlook for economic growth / recession 

• Inflation shocks (incl. energy)
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How do index-linked bonds work?

Why did bonds go down in 2022 when inflation was at a 40 year high?

Source: CGAM

Shorter duration Longer duration

Short-term I/L performance is driven 
by changes to real yields 

Long-term real yields tend to move in 
line with long-term nominal yields 

I/L performance is almost entirely  
determined by realised short-term 

inflation

Inflation Real yield 

Drivers of short-term performance:
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Losing money in UK index-linked in 2022 was NOT inevitable
How do index-linked bonds work?

Source: Bloomberg LP, Northern Trust.
Note: From June 2019 -September 2023, UK Linker performance is shown for the portfolio of UK index -linked bonds held in CGAR. Fro m October 2023, when the CG UK Index -Linked Bond Fund was launched, the CG UK Index -
Linked Bond Fund’s performance is shown.  

UK Index Linked Index – total returns
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How do index-linked bonds work?
Real yields have repriced and now look attractive both relative to history and  
the trend growth rate of the UK economy

Source: CGAM, Bloomberg Finance L.P.

UK 10Y Real Yield (%)
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Relative performance: UK & US experience
Index-linked bonds versus conventional government bonds 



29
Past performance is not indicative of future results 
CG Asset Management Limited is authorised and regulated by the Financial Conduct Authority FRN:195763 © 2026

Relative performance

Inflation-linked bonds have outperformed nominal bonds since the turn of the 
century

Source: Bloomberg Finance L.P.
US Nominals refers to the Bloomberg US Treasury Index, TIPS refers to the Bloomberg US Treasury Inflation -Linked Bond Index, UK Gilts refers to the Bloomberg Sterling Gilt Index and UK Linkers refers to the Bloomberg UK 
Govt Inflation -Linked Index

Index-Linked Bond – Total Returns (US) Index-Linked Bond – Total Returns (UK)
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Relative performance

Short duration TIPS have outperformed nominals in 9 of the past 10 years, we expect 
this outperformance to continue

Source: Bloomberg Finance L.P.

TIPS vs Nominal Performance 1-5 Yr (%)
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Relative performance
As measured by realised inflation vs. breakevens, markets routinely 
underestimate inflation – by an average of 1% since 2004

Source: Bloomberg Finance LP, CGAM calculations.
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Relative performance
The same has also been true in the UK: realised inflation has been higher than 
market expectations

Source: Bloomberg Finance LP.

Difference between UK 5Y Breakeven and subsequent realised inflation (% annualised)
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How do index-linked bonds fit in a portfolio?
Real yields, nominal yields, and breakeven rates of inflation 
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Portfolio construction 
Asset allocation was easy for much of the last 40 years, an era characterized 
by low inflation… but have we entered a new paradigm?

Source: Bloomberg LP
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Portfolio construction
Nominal bonds and equities are not negatively correlated during periods of 
elevated inflation

Source: Journal of Portfolio Management 49:4 March 2023
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Portfolio construction

Index-linked bonds are the most reliable protector against stagflation 

High 
Growth

Low 
Growth

High 
Inflation

Low 
Inflation

Expansion

✓ Equities do best

✓ Commodities do well

Inflationary Boom

✓ Equities and commodities 

do well

Recession

✓ Nominal bonds do best

✓ Index-linked do well

Stagflation
✓ Index-linked perform well
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Portfolio construction
Index-linked bonds perform well across most macro-environments with 
lower volatility than nominal bonds

Source: Bloomberg LP, CGAM Analysis
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Portfolio construction

Adding index linked to a balanced portfolios improves returns

Source: Bloomberg LP, CGAM calculations
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Portfolio construction

Adding index linked to a balanced portfolios improves returns

Source: Bloomberg LP, CGAM calculations
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• Governments began issuing index-linked bonds to demonstrate a credible 
commitment to low and stable inflation. 

• Inflation is the single biggest threat to investors’ wealth. The good news is 
that you can reliably protect yourself from inflation with index-linked 
bonds. 

• In the US and UK, index-linked government bonds have outperformed 
conventional government bonds since the turn of the century. This is 
because markets systematically underestimate realised inflation. 

• Index-linked bonds have been a better performing hedge for a portfolio of 
equities than conventionals. 

• Yields available on index-linked bonds look attractive relative to history 
and estimates of trend growth rates.

Key points: 
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