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Interest rates profoundly affect world economies
and our personal finances. Monthly mortgage
payments, for many their largest single financial
commitment, are dependent on either short-term
interest rates, set by central banks, or government
bond yields (or in bond jargon ‘swap’ rates,

which are closely linked to government bond
yields). The recent rise in interest rates has been
painful for most mortgage holders. Conversely,
savers who for many years had to suffer very low
nominal interest rates, below the rate of inflation,
now clearly benefit from higher nominal rates and
positive real returns.
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The financial health of nations is affected by
interest rates. In recent years most countries
have funded significant budget deficits by issuing
government debt, like US Treasuries or UK Gilts.
The cost of servicing this debt has increased
materially as interest rates have risen, placing a
greater burden on government expenditure.

The level of interest rates is impacted my

many things. Short term rates can generally be
controlled by central banks but longer-term rates,
such as 30-year bond yields, are determined by
market forces. A dramatic example of market
forces was seen in the UK in September 2022 after
the infamous Truss budget. Long dated index
linked Gilts fell in value by over 50% in the space
of three days*.

Maintaining ‘price stability’, namely low and
stable inflation, is a key objective of central banks
and their main tool for achieving this is via interest
rates. The enormous bond buying programmes
by the Federal Reserve, European Central Bank and
the Bank of England, among many other monetary
authorities, pushed yields lower by bidding up

the prices on their bonds. For many years this
appeared to be a win-win situation as low interest
rates and large-scale bond purchase programmes,
funded by newly created electronic money, didn't
appear to cause inflation.

From 2009 until 2022 most countries set interest
rates at extraordinarily low levels; in the case of
Japan and many European countries rates were
negative, allowing governments to borrow for free
- effectively being paid to borrow money! This
seems inconsistent with economic laws, which
require that the ‘time value of money’ should be
positive. For readers interested in this | would
highly recommend the book ‘The Price of Time' by
Edward Chancellor.

While there were arguably some positive
economic effects from the ultra-low interest
regimes, namely, helping governments,
corporations and individuals with low debt
service costs, importantly, including mortgages,
there were also some longer-term negative
consequences. Low interest rates almost certainly
inflated house prices and other assets creating
complex issues such as generational inequality,
which enhanced aggravated wealth inequality in
societies. Low yields on long bonds also created
funding gaps for many of the UK's defined benefit
pension schemes, which could potentially have
long standing repercussions on the individual
schemes and society.

The Covid pandemic and geopolitical troubles
caused an unexpected rise in inflation which
necessitated abrupt rises in interest rates.

This lead to the worst year on record for bond
investors in 2022. However, since then inflation
has fallen sharply which has allowed central
banks to start cutting rates. We are therefore at a
turning point in the rate cycle, with major central
banks including the European Central Bank and
the Bank of Canada having cut interest rates,
while the UK and US will surely follow soon.

We have analysed returns for different asset
classes before and after the start of an interest
rate easing cycle. The good news is that
historically, based on many previous interest
rate cycles, government bonds, investment
grade corporate bonds and equities tend to
perform well while other asset classes have
underperformed?. It must be remembered that
all interest rate cycles are different, and history
is notoriously unreliable in financial forecasting!
Notwithstanding, there are good grounds for
optimism in the outlook for equities and high-
grade fixed income asset classes over the coming
year as interest rates move lower.

"It must be
remembered that
all interest rate cycles

are different, and
history is notoriously
unreliable in financial
forecasting!"

Sources: 'Bloomberg Finance L.P., September 2022. 2Bloomberg Finance L.P., twenty-year history to Dec 2023, data since 1974.
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Global equities fell 2.1%

Equities declined globally, while bonds rallied in response to US
economic data taking a turn for the worse

Brent crude fell 5.3% to $76.81 per barrel

Gold rose 2.3% to $2,443.24 per ounce

Market Review - week ending 2 Augusti2024
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US equities fell 2.1%

The Federal Reserve kept interest rates
unchanged, with the chair Jerome Powell
taking a more dovish tone than in previous
meetings

Labour market data showed headline payrolls
increasing 114k month-on-month (vs 175k
expected), and a 27k downward revision to
June's print

The unemployment rate rose to 4.3% (vs
41% expected), its highest level in three years

The ADP employment report of private
payrolls fell to a 6-month low of 122k in July
(vs 150k expected), while the Employment
Cost Index fell back to 0.9% in Q2

UK
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UK equities fell 1.2%

The Bank of England began the process of
easing, cutting the policy rate by 25bps to 5%

CBI's retail sales volume survey fell to -43 (vs
-10 expected)

The new Labour government made several
fiscal announcements, including £5.5bn of
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savings over 2024-25, and £8.1bn for 2025-26.

Chancellor Rachel Reeves also confirmed that
the government's first Budget would occur on
30 October
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European equities fell 3.1%

Euro Area GDP grew by 0.3% in Q2 (vs 0.2%
expected), which aligns with the Q1 level.

This included 0.3% growth in France and an
unexpected contraction of 0.1% in Germany

The Euro Area flash CPI (Consumer Price
Index) reading showed the headline rising 2.6%
(vs 2.5% expected). The core measure held
steady at 2.9% (vs 2.8% expected) for a third
consecutive month

Rest of the World/Asia
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Global emerging market equities fell 1.0%

Japanese equities fell 6.0%, and Chinese
equities fell 0.6%

In China, the Caixiniservices PMI (Purchasing
Manager Index) climbed to 52.1 (vs 51.5
expected) from 51.2 in June

In Australia, the trimmed mean for CPI in Q2
increased by 0.8% (vs 1.0% expected). The
monthly year-on-year print for June also fell to
3.8%, which is in line with expectations

Japan's jobless rate dropped to 2.5% in June (vs
2.6% expected) from 2.6% the previous month

Past performance is not indicative of future returns. Source: Bloomberg Finance L.P,, returns in local currency unless otherwise stated.
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Market Performance - week ending 2 August 2024

Cumulative returns Cumulative returns

Asset Class / Region Currency ng(uegztiitng Month to date  YTD 2024 12 months Asset Class / Region Currency ng(uegrlljc;itng Month todate  YTD 2024 12 months

Developed Markets Equities Property

United States usD -2.1% -3.2% 12.7% 19.7% US Property Securities usD 1.5% 0.9% 6.2% 11.6%

United Kingdom GBP -1.2% -2.2% 8.2% 13.0% Australian Property Securities AUD 1.6% -1.3% 14.0% 23.6%

Continental Europe EUR -31% -4.0% 5.0% 9.9% Asia Property Securities usD -0.6% -2.7% -9.0% -7.9%

Japan JPY -6.0% -9.2% 8.5% 12.8% Global Property Securities usD 1.0% -0.1% 3.4% 10.1%

Australia AUD 0.3% -1.8% 6.6% 12.3% Euro usD 0.4% 1.0% -1.4% -0.4%

Global uUsD -21% -3.4% 9.8% 16.7% UK Pound Sterling usD -0.7% -0.4% 0.2% 0.5%

Emerging Europe uUsD -31% -2.59% 12.7% 20.5% Australian Dollar usD -0.7% -0.2% -4.7% -0.5%

Emerging Asia USD -0.9% -21% 8.4% 8.3% South African Rand usD 0.1% -0.4% 0.0% 1.3%

Emerging Latin America usD -3.2% -3.3% -17.6% -9.5% Swiss Franc USD 2.7% 2.4% -2.4% 1.9%

BRICs usD -0.7% -1.9% 5.3% 2.7% Chinese Yuan usb 1.1% 0.7% -1.0% 0.3%

MENA countries usD 0.3% -0.5% -0.4% 0.7% Commodities usbD -2.0% -2.5% 0.6% -2.3%

South Africa usD -0.1% -3.4% 6.3% 9.9% Agricultural Commodities usD -0.8% -0.3% -2.9% -5.7%

India usD -0.5% -1.0% 13.9% 26.4% Oil usD -5.3% -4.8% -0.3% -7.7%

Global emerging markets usD -1.0% -2.2% 5.5% 6.7% Gold usD 2.3% 0.7% 18.4% 26.2%
Source: Bloomberg Finance L.P. Past performance is not indicative of future returns.

US Treasuries usD 2.7% 1.8% 3.2% 6.6%

US Treasuries (inflation protected) usD 1.4% 0.6% 31% 5.8%

US Corporate (investment grade) usD 2.1% 1.2% 3.7% 9.4%

US High Yield usD -0.1% -0.4% 4.3% 1.4%

UK Gilts GBP 2.1% 1.1% 0.2% 7.6%

UK Corporate (investment grade) GBP 1.4% 0.7% 2.6% 11.6%

Euro Government Bonds EUR 1.3% 0.5% 0.8% 5.9%

Euro Corporate (investment grade) EUR 0.8% 0.4% 2.6% 7.6%

Euro High Yield EUR 0.1% -0.2% 4.3% 10.7%

Global Government Bonds usD 2.5% 1.6% 0.2% 41%

Global Bonds usD 2.3% 1.5% 1.4% 6.1%

Global Convertible Bonds usD -0.7% -11% -0.4% 2.0%

Emerging Market Bonds usD 1.2% 0.6% 3.9% 10.2%
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For more information, please contact:

Distribution Services
E: distributionservices@momentum.co.uk
T: +44 (0)207 618 1806

Important notes - This document is only intended for use by the original recipient, either a Momentum Global Investment Management Limited (MGIM) client or prospective client, and does not constitute investment advice or an
offer or solicitation to buy or sell. This document is not intended for use or distribution by any person in any jurisdiction in which it is not authorised or permitted, or to anyone who would be an unlawful recipient. The original recipient
is solely responsible for any actions in further distributing this document, and in doing so should be satisfied that there is no breach of local legislation or regulation. This document should not be reproduced or distributed except via
original recipients acting as professional intermediaries. This document is not for distribution in the United States.

Prospective investors should take appropriate advice regarding applicable legal, taxation and exchange control regulations in countries of their citizenship, residence or domicile which may be relevant to the acquisition, holding,
transfer, redemption or disposal of any investments herein solicited.

Any opinions expressed herein are those at the date this document is issued. Data, models and other statistics are sourced from our own records, unless otherwise stated. We believe that the information contained is from reliable

sources, but we do not guarantee the relevance, accuracy or completeness thereof. Unless otherwise provided under UK law, MGIM does not accept liability for irrelevant, inaccurate or incomplete information contained, or for the
correctness of opinions expressed.

The value of investments in discretionary accounts, and the income derived, may fluctuate and it is possible that an investor may incur losses, including a loss of the principal invested. Past performance is not generally indicative of
future performance. Investors whose reference currency differs from that in which the underlying assets are invested may be subject to exchange rate movements that alter the value of their investments.

Under our multi-management arrangements, we selectively appoint underlying sub-investment managers and funds to actively manage underlying asset holdings in the pursuit of achieving mandated performance objectives.
Annual investment management fees are payable both to the multimanager and the manager of the underlying assets at rates contained in the offering documents of the relevant portfolios (and may involve performance fees where
expressly indicated therein).

MGIM (Company Registration No. 3733094) has its registered office at The Rex Building, 62 Queen Street, London EC4R 1EB. MGIM is authorised and regulated by the Financial Conduct Authority in the United Kingdom (registration
no.232357), and is exempt from the requirements of section 7(1) of the Financial Advisory and Intermediary Services Act 37 of 2002 (FAIS) in South Africa, in terms of the FSCA FAIS Notice 141 of 2021 (published 15 December 2021).
For complaints relating to MGIM's financial services, please contact distributionservices@momentum.co.uk © MGIM 2024.
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