
“Rule No. 1: Never lose money. Rule No. 2: Never forget rule 
No. 1” – Warren Buffett 

Painful losses from the financial crisis have led to a surge 
of interest in wealth preservation. Investors, however, are 
reluctant or unable to turn their backs on additional return.  
Is it possible to strike an optimal balance between generating 
sufficient growth to meet current and future demands and 
protecting invested capital? In this paper we try to develop  
a portfolio solution that achieves both goals. 
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Defining wealth preservation 
Before considering traditional approaches to wealth 
preservation, we must define what it means to preserve 
wealth. Much will depend on the investor’s timescale.  
As that grows longer, investors should consider two things: 

 Ȃ The impact of inflation: Inflation may be of little 
concern over very short horizons, but it will matter  
much more over longer horizons. 

 Ȃ The opportunity cost: As the investment horizon grows, 
so does the opportunity cost of not investing the capital 
more productively than simply to preserve its value. 

These considerations should help shape our definition  
of wealth preservation, which we think should include  
four components: 

 Ȃ An investment time horizon of at least five years
 Ȃ Compensation for the longer investment horizon
 Ȃ Preservation of purchasing power
 Ȃ Consistency of returns to accommodate moderate 

capital withdrawals.

So how have traditional approaches to preserving wealth 
fared when measured against these criteria? 

The failings of individual asset classes
Money market and bond investments: Taking the 
very long view, a dollar invested in Treasury bills at the 
beginning of 1948 preserved real wealth over the following 
two generations, but had grown to only $1.60 by the end of 
2014, after adjusting for inflation1. For 10-year Treasuries, 
the gain (at least since 1953) has been much healthier – 

1  Cumulative returns after deducting monthly inflation as measured by the 
seasonally adjusted US Consumer Price Index.

 Source: Three-month Treasury bill yields, Federal Reserve Bank of St Louis, January 
1948 to May 2014.   

to over $4 – but there were long periods when  
purchasing power was not preserved for either asset  
class. Indeed, from 1953 to the early 1980s, purchasing 
power often fell considerably: over that entire period,  
there were no gains after inflation2.

Index-linked bonds, gold and commodities: For the  
12 years of data we have for Treasury Inflation-Protected 
Securities, the investor’s dollar has become $1.20 in real 
terms3. Even then, returns have been volatile, with yields 
since 2008 falling below inflation. Gold has fared better – 
with a dollar rising to nearly $5 between 1968 and 2014, 
after inflation4 – but it has been a roller coaster ride.  
Our inflation-adjusted dollar had grown to $8 in 1979 but 
was back close to par in the early noughties. Meanwhile,  
a basket of commodities put together in 1991 has since  
cut our dollar’s worth to just under $0.755, in real terms.

Equities: Investing in shares has, of course, been a much 
more potent preserver of purchasing power, turning a 
dollar in 1950 into nearly 11 inflation-adjusted dollars by 
2014. It hardly needs saying, however, that the investor  
has needed strong nerves. For instance, the peak reached 
in the late 1960s was not recovered until the early 1990s. 
And it is only lately that the all-time high attained in 2000 
was regained in real terms6. Stocks may be sensible for 
the very long run, but they lack the stability required to 
preserve wealth.

2  Ten-year constant maturity yield, Federal Reserve Bank of St. Louis, May 1953 
to January 1976; Bank of America Merrill Lynch 7–10 Year Total Return Index, 
February 1976 to May 2014, inflation adjusted as per footnote 1.

3  Barclays US Govt Infl-Linked Bond 0–5 Yrs Tot Ret Index, October 2002 to May 
2014, inflation-adjusted as per footnote 1.

4  London 3 pm gold fixing price, Federal Reserve Bank of St. Louis, May 1968 to May 
2014, inflation-adjusted as per footnote 1.      

5  Bloomberg Commodity Index and Yahoo Finance, February 1991 to May 2014, 
inflation-adjusted as per footnote 1.  

6  S&P 500 Total Return Index, inflation-adjusted as per footnote 1.
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A risk-balanced approach
In order to reconcile these sometimes conflicting 
requirements, we frame our task as a risk-balancing 
exercise. The ultimate objective is a portfolio that preserves 
real purchasing power while minimising the risk of a 
significant shortfall. This can be done, we believe, by using 
a blend of asset classes to harness their strengths, while 
minimising their weaknesses. 

First, the need to address inflation leads us to  
inflation-linked bonds and commodities (including gold). 
Inflation-linked bonds provide protection for the invested 
capital, but remain vulnerable to changes in real rates. 
Commodities are attractive insofar as they can provide 
inflation sensitivity in excess of the invested capital and 
that they are less sensitive to fluctuations in real rates than 
inflation-linked bonds. In exchange for these advantages, 
raw materials are far more sensitive to economic growth 
and provide less consistency of return over any horizon. 

From money markets to equities, no single asset class 
has been successful in preserving inflation-adjusted value 
or minimising the investment opportunity cost. The first 
row of Figure 1 shows the compensation that investors 
have received for holding each asset (in real terms). 
Given that one of our principles for wealth preservation is 
consistency of performance, the next two rows provide the 
standard deviation and maximum drawdown (the largest 
drop in value from peak to trough). We also examine the 
annualised median and worst return over five years to 
satisfy our ambition of growing capital over the medium 
term. (Ignore the last column of the table for now: we will 
return to it later in our discussion.)

An ideal asset for wealth preservation would provide a 
positive real return over any five-year time period and 
have a low standard deviation and maximum drawdown. 
None of these assets individually fits the bill. But there is no 
riskless way to preserve wealth. Instead of seeking to avoid 
risk, we must look for those risks that are most likely to 
provide the mix of capital protection and consistent growth 
that defines successful wealth preservation.

Figure 1: No asset class on its own ticks all the right boxes, after inflation

US money 
market

US 10-year 
Treasury 

bonds TIPS Gold

Bloomberg 
Commodity 

Index S&P 500

Wealth 
preservation 

portfolio

Annualised return -0.9% 3.0% 1.1% 9.1% -1.2% 4.8% 2.6%

Annualised standard 
deviation 0.5% 6.6% 3.4% 14.5% 17.4% 14.5% 4.5%

Maximum drawdown -11.1% -9.3% -9.5% -37.5% -54.6% -62.0% -13.3%

Median 5-year returb 
(annualised) -0.5% 3.6% 1.9% 16.0% -4.7% -2.0 2.7%

Worst 5-year return 
(p.a.) -1.9% 0.4% -0.5% -1.2% -12.4% -11.3% -0.7%

Analysis period November 2002 to February 2015

Money markets are represented by 3-month Treasury bills; 10-year Treasury Bonds by the 10-year Treasury Constant Maturity Rate; TIPS (Treasury Inflation-Protected Securities) 
wby 10-year Treasury Inflation-Indexed Securities, Constant Maturity; gold is based on 3 pm London fixing; equities are represented by S&P 500 Total Return Index; commodities 
by Bloomberg Commodity Index. All figures adjusted for rolling year-on-year change in the US Consumer Price Index for All Urban Consumers: All Items. Source: Bloomberg, 
Federal Reserve Economic Data, Yahoo Finance and Schroders. 

Figure 2: Gold and equities tend to move differently, making them good bedfellows   
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Cumulative returns rebased from April 1968–February 2015, adjusted for inflation, as per footnote 1. Source: Federal Reserve Bank of St. Louis, London 3 pm gold fixing price,  
S&P 500 Total Return Index and Yahoo Finance.
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To refine this combination, we add a “shock absorber” 
in the form of nominal bonds. This expanded set should 
continue to offer reasonable inflation-hedging properties, 
with the commodities exposure likely to offset some of 
the real value erosion found in nominal bonds. But this 
portfolio is still highly sensitive to interest rate changes. 

To help balance some of this interest rate sensitivity, we 
incorporate growth assets in the form of equities. The 
nature of the volatility of growth-sensitive assets and 
interest-rate-sensitive assets tends to be very different; 
hence, risk balancing the allocations to these two assets 
should lead to more consistency. We expect the equity 
investments to deliver strong real returns over longer 
horizons, adding a cushion or margin of error to our  
wealth preservation solution.

Figure 2 illustrates the complementary relationship 
between equities and gold. Equities thrive on growth  
and stability while gold, not being very productive, thrives 
on fear and a lack of growth. This natural balance makes 
these two assets attractive partners for a portfolio. 

Translating our insights into a simplified portfolio
To help balance the offsetting risks of each of the assets in 
our wealth preserving mix, we focus on how much risk each 
brings to the portfolio and allocate smaller amounts of the 

portfolio to the more risky assets and vice versa. Following 
this approach, if we start with a portfolio that only includes 
inflation-linked bonds and commodities, we end up investing 
approximately $4 in inflation-linked bonds for every $1 that 
is spent on raw materials. To bring growth to this inflation-
sensitive pairing we add an equity investment, again in a 
risk-balanced weighting. To try to achieve our third aim of 
consistency, we mix in a risk-balanced allocation of Treasury 
bonds, to complement the growth exposure and to smooth 
out performance. The result of this is a portfolio in which  
just over 40% is invested in inflation-sensitive assets of TIPS 
and commodities in the ratio discussed earlier. Nominal 
Treasury bonds account for almost 40%, and the balance is 
invested in equities.

Figure 3 and the table in Figure 1 on page 2 show that 
the blended portfolio delivered an annual real return 
of 2.6%, which was in line with most “safe” assets with 
similar volatility and drawdown and was also well ahead 
of inflation. We would prefer to see no drawdown periods, 
but this is unrealistic given our goals. While the maximum 
drawdown may appear disappointing, there is a silver  
lining Ȃ the episodes associated with these drawdowns 
were reasonably short in duration (in the context of our 
target five-year horizon) and approximately 90% of the 
invested capital would have always been available for 
short-term withdrawals. 

Figure 3: The blended portfolio can smooth the path between individual asset classes   
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Notional portfolio comprises 39% 10-year Treasury bonds, 33% TIPS, 20% equities (S&P 500 Index) and 8% commodities. Cumulative returns rebased to April 1968, adjusted for 
inflation, as per footnote 1. Source: Bloomberg, Federal Reserve Economic Data, Yahoo Finance and Schroders as per Figure 1, rebased from October 2002–February 2015.
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Important Information: The views and opinions contained herein are those of the 
authors, and may not necessarily represent views expressed or reflected in other 
Schroders communications, strategies or funds. This document is intended to be 
for information purposes only and it is not intended as promotional material in any 
respect. The material is not intended as an offer or solicitation for the purchase or 
sale of any financial instrument. The material is not intended to provide, and should 
not be relied on for, accounting, legal or tax advice, or investment recommendations. 
Information herein is believed to be reliable but Schroders does not warrant its 
completeness or accuracy. No responsibility can be accepted for errors of fact or 
opinion. Reliance should not be placed on the views and information in the document 
when taking individual investment and/or strategic decisions. Past performance is not 
a reliable indicator of future results, prices of shares and the income from them may 
fall as well as rise and investors may not get back the amount originally invested. Third 
Party Data Disclaimer: Third party data is owned or licensed by the data provider and 
may not be reproduced or extracted and used for any other purpose without the data 

provider’s consent. Third party data is provided without any warranties of any kind. 
The data provider and issuer of the document shall have no liability in connection with 
the third party data; www.schroders.com contains additional disclaimers which apply 
to the third party data. UK Investors: The data contained in this document has been 
obtained from sources we consider to be reliable. No responsibility can be accepted for 
errors of fact and the data should be independently verified before further publication 
or use. This does not exclude or restrict any duty or liability that Schroders has to its 
customers under the Financial Services and Markets Act 2000 (as amended from time 
to time) or any other regulatory system. The sectors shown are for illustrative purposes 
only and not to be considered a recommendation to buy or sell. Exchange rate changes 
may cause the value of any overseas investments to rise or fall. Issued by Schroder 
Investment Management Limited, 31 Gresham Street, London EC2V 7QA. Registration 
number 1893220. Authorised and regulated by the Financial Conduct Authority. For 
your security, communications may be taped or monitored. SCH33467.

Conclusion
On the surface, the twin goals of wealth preservation – combating inflation without undue opportunity cost –  
may seem unattainable on a long-term basis. Traditional approaches fail because the risks involved in meeting 
these goals are not balanced. Either they are too conservative and fail to protect purchasing power or they are 
too aggressive and experience unacceptably large swings in value. The solution is to take a risk-aware perspective 
and find a balanced portfolio that is most likely to succeed in a full range of market environments. 

Even a simplified balanced portfolio that includes so-called “risky” assets goes a long way toward addressing the 
competing desires for capital protection and added returns. Expanding this simplified approach to include exposure 
to global markets or advanced portfolio techniques may be the next frontier for successful wealth preservation.


