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Before the 4th of April this year, it cost 85
pence to send a letfter first class in the UK.
After that date you have needed fo stick
another 10 pence stamp onto your letter
to maintain its first-class status. But if you
had a “1st’ class stamp knocking about in
a drawer, it effectively increased in value
by an inflation busting 11.7% this year
(and 11.8% the year before that). That's
because, as | recently learned, in the UK
a postage stamp with “1st’ or 2nd’ class
on it holds its ‘class’ value through fime,
even after the annual increase in the
price of sending post. Luck runs out for
wannabe stamp arbitrageurs at the end
of January 2023 however, as Royal Mail
looks to introduce barcoding on these
stamps, but there will be a two month
‘stampnesty’ when old stamps can be
swapped for new.

50 years ago, it cost 3 pence and 2.5
pence respectively to send a letter by
first- or second-class post in the UK.
At 95 pence and 68 pence foday, that
equates to an annualised increase of
7.2% and 6.8% respectively for first and
second-class stamps. Over the last 25
years, a period of lower inflation (until
this year), their prices have increased by
an annualised 5.3% and 5% - more than
twice the UK’s Consumer Price Index (CPI)
rate of 2.1% annualised over the same
period. In fact, they almost match the
1-10 year UK Inflation Linked bond index’s
annualised return of 4.9%. That's pretty
good inflation protection, if an unexciting
one (apologies to the philatelists out
there). And since 2001, Christmas hasn’t
tasted the same after the arrival of the
first self-adhesive stamps.

When it comes to inflation though,
postage costs are probably not front
and centre of people’s minds. Utility bills,
food and petrol prices have all been
rising sharply in recent months, with the
last data release showing that consumer
prices in the UK rose by 9.1% year-on-
year through May, up slightly on the prior
month’s 9%. In the US, the equivalent
number is 8.6% with the numbers for
June out on Wednesday 13 July, expected
to show another increase to 8.8%. Core
inflation there is expected to fall again,
as it did last month, in both the US and
the UK but it remains at around 40-year
highs.

One way to protect against inflation is
by owning inflation linked bonds whose
coupon and principal (the amount fo
be repaid) is linked to an underlying
inflation index, CPI in the US and Retail
Price Index (RPI) in the UK. They also
embed the market’s expectation for
future inflation and can be a useful
bellwether for inflation pricing. Back in
March 2020 - what was arguably ‘peak
Covid' for financial assets — expectations
for future inflation, as measured by the
inflation ‘breakeven’, fell off a cliff such
that US 5-year inflation expectations
dropped as low as an annualised 0.11%.
The US 10 year breakeven rate fell to
0.47%. This provided a significant relative
value opportunity for our funds which
held Treasury bonds, and which could
switch into Treasury Inflation Protected
Securities (TIPS). The 175bps increase
in 10 year breakevens from mid-March
2020 to the end of June 2022 resulted in
a whopping 20% outperformance of TIPS
over nominal Treasuries.

As with most insurance though, you need
to buy it before the event, and this trade
was largely exhausted by the start of the
year. Much of this inflation risk has since
been recycled into strategies that benefit
more directly from inflation once it is
going up, rather than from future inflation
expectations. Over the course of the last
year, we have increased our exposure
to real assets — those which have an
intrinsic value, such as real estate and
infrastructure — much of which generates
an income that is directly or closely linked
to inflation. As outcome based multi asset
investors these strategies, along with
equities, are some of the most effective
at capturing this inflation ‘pass through’,
and arguably their best returns remain
ahead of them. A must have for any
investment collector’s album.

Sources:
1 https:/channelx.world/2019/03/historic-royal-mail-stamp-

prices-1971-2019
Unless stated all other sources Bloomberg Finance L.P.
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For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Limited
MERERBERAE

9th Floor, Centre Mark I

305-313 Queen’s Road Central
Sheung Wan, Hong Kong

Important notes

This communication is issued by Belvest
Investment  Services  Limited and/or
Belvest related companies (collectively,
and individually Belvest) solely to its
clients, qualified prospective clients or
institutional and professional investors.
Unless stated otherwise, any opinions or
views expressed in this communication do
not represent those of Belvest. Opinions or
views of any Belvest company expressed
in this communication may differ from
those of other departments or companies
within Belvest, including any opinions or
views expressed in any research issued by
Belvest. Belvest may deal as Distributor or
Agent, or have interests, in any financial
product referred fo in this email. Belvest
has policies designed to negate conflicts of
interest. Unless otherwise stated, this e-mail
is solely for information purposes.

This message may contain confidential
information.  Any use, dissemination,
distribution  or reproduction of this
information outside the original recipients
of this message is strictly prohibited. If
you receive this message by mistake,
please notify the sender by reply email
immediately.

Unless specifically stated, neither the
information nor any opinion contfained
herein constitutes as an advertisement, an
invitation, a solicitation, a recommendation
or advise to buy or sell any products,
services, securities, futures, options, other
financial instruments or provide any
investment advice or service by Belvest.

Tel +852 28271199
Fax +852 2827 0270
belvest@bis.hk

www.bis.hk

No representation or warranty is given as
to the accuracy, likelihood of achievement
or reasonableness of any figures, forecasts,
prospects or return (if any) contained in the
message. Such figures, forecasts, prospects
or returns are by their nature subject to
significant uncertainties and contingencies.
The assumptions and parameters used
by Belvest are not the only ones that
might reasonably have been selected
and therefor Belvest does not guarantee
the sequence, accuracy, completeness
or timeliness of the information provided
herein. None of Belvest, its group members
or any of their employees or directors shall
be held liable, in any way, for any claims,
mistakes, errors or otherwise arising out
of or in connection with the content of this
e-mail.

This e-mail and any accompanying
attachments are not encrypted and cannot
be guaranteed to be secure, complete or
error-free as electronic communications
may be intercepted, corrupted, lost,
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore
does not accept any liability for any
interception, corruption, loss, destruction,
incompleteness, viruses, errors, omissions
or delays in relation to this electronic
communication. If verification is required
please request a hard-copy version.
Electronic communication carried within
the Belvest system may be monitored.



