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If we are
close to peak rates,
as many economists
are suggesting, then
history would suggest
cash should be
usurped from its
throne.

Alex Harvey, CFA

Senior Portfolio Manager & Investment Strategist
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| recently returned from a client trip to Asia,
during which I visited Hong Kong for the first
time. The ‘Fragrant Harbour’, to coin its literal
name. From my short time there | found it to
be a fascinating and vibrant melting pot of
‘East meets West', with a can-do and pro-
business attitude. Yes, the city has witnessed
major politically motivated unrest and change
in recent years, which has undoubtedly

had knock-on effects, but as an outsider
visiting for the first time, | could feel the city’s
welcoming energy.
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Markets have clearly been challenged over
the last couple of years as the confluence

of post COVID-19 inflation, geopolitical
instability and sharp policy tightening have
dented investor sentiment and lowered
valuations across a swathe of financial asset
classes. This has led us to a juncture where
cash looks highly appealing, but we'd argue
that investors should not succumb to the
quick fix of cash, and instead focus on longer
term returns.

Three-month US treasury bills yield 5.4%; the
equivalent maturity UK and German bills yield
5.2% and 3.6% respectively (in sterling and
Euro terms). Savers can get instant access
deposit rates of 5.2% in the UK; 5.5% on three
month notice accounts. Two years ago, these
rates were rooted around zero in the US and
UK, and were negative in the Eurozone. In

the eyes of many of our clients, ‘cash is king’
today. And after a year like 2022 when barely
any major asset class made a positive return,
who would blame them? Flows into money
market funds have surged this year, hitting
$722bn through to August end, surpassing
2020's $684bn (which was the best year
since 2010)1. The clamour for cash has almost
become deafening. And when something is so
consensus, it is usually time to start moving
to the other side of the room.

Beyond this more intuitive feel though,

how well has cash rewarded investors after
previous rate cycle peaks? Going back forty
years (30 June 1983), there have been six
observable peaks in the 3-month US Treasury
bill yield. In the subsequent post peak twelve
months, US treasury bonds outperformed
cash on every occasion, by an average of
almost 9 percentage points (ppts) *. Three
and five years post these peaks treasury
bonds outperformed by 4.5ppts and 4ppts,
respectively. For equities the picture is slightly
different with the average 12 month post
peak return being 3.5%** (underperforming
US T-bills), and with very wide dispersion
(min -25.2% post October 2000 peak, max
25.5% post January 1995 peak). Longer term
however, over three and five years, global
equities outperformed both cash (by an
average 5.1ppts) and US treasury bonds (by
an average 0.9ppts), as one might expect. So,
if we are at or close to peak rates, as many
economists are suggesting, then history
would suggest cash should be usurped from
its throne.

‘Reinvestment risk’ is the term used to describe
the financial risk whereby the proceeds of an
investment (in this case a cash deposit) cannot
be reinvested at the same rate on a forward-
looking basis. After such a big move higher in
cash rates over the last two years, and with
market expectations that we are near peak
levels today, this reinvestment risk is currently
very high. It is partly for this reason that in
recent weeks and months we have extended the
duration of our multi asset portfolios (‘duration’
being the technical term for increasing interest
rate risk, usually through buying longer maturity
bonds) to take advantage of the attractive yields
embedded into future cash rates before any
actual policy easing starts. The 1.375% 11/15/40
treasury bond - one of several bonds added
during in the third week of October, has already
delivered an 8% return since purchase. This
serves not only to add incremental return to

the portfolios but also adds ballast to diversify
portfolios should higher risk assets such as
equities come under pressure.

The siren call of cash is all around us right

now. It pulls you in under a veil of comfort and
security, but rarely is cash king for long. The
average 12 month change in the 3-month US
treasury bill yield of those six observable post
peak cycles was 2.4ppts lower. And nominal
cash returns are of course eroded further by
inflation, which remains high by historical
standards today. Cash of course has its rightful
place in portfolios, and we have flexed our
allocation to it over the last few years, but more
recently have brought it down and extended
duration. As Odysseus told his crew in Greek
mythology, block your ears with wax, don't be
lured in, and sail on. And if cash really isn't king,
then perhaps bonds will sing.

* As measured by the ICE BofA US Treasury index.
** As measured by the MSCI World TR index in USD.

Source: 1: Money market mania! The winners and losers from investors' dash to cash, Citywire Professional Buyer.

All data Bloomberg Financial L.P., Momentum Global Investment Management.
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https://citywire.com/pro-buyer/news/money-market-mania-the-winners-and-losers-from-investors-dash-to-cash/a2426355

Market Focus - 27 November-2023

Global equities rose 1% last week
The UK Autumn Statement is set to “Turbo-charge" the economy

Brent crude was flat last week at $80.58 per barrel
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Gold rose 1% to $2000.82 per ounce = 1S
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» US Services November PMI was 50.8 (vs
50.4 expected)

» US October existing home sales was
3.79M (3.9M was expected)

to present an optimistic vision of UK
growthias the Exchequer announced
various measures to “turbo-charge”

the economy. Proposals included

a significant reduction in national
insurancercontributions, a permanent
tax break for business investment and a
packagéof welfare proposals designed
to increase labour market participation.
However, the OBR forecasts were cut
sharply on Wednesday amid high for
longer inflation at 3.6% and UK growth at
0.7% for 2024

UK November Composite PMI was 50.1
(vs 48.7 expected), manufacturing 46.7

(vs 45) and Services 50.5 (vs 49.5)

»

secured a shock victory in Dutch
elections and said he plans to lead the
next government

German GDP for Q3 quarter-on-quarter
was -0.1% (as expected)

Past performance is not indicative of future returns. Source: Bloomberg Finance L.P,, returns in local currency unless otherwise stated.
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Japanese equities were flat last week,
with Thursday closed for Workers' Day

Chinese equities rose 1.3% last week,
led by the property sector, as Parliament
added pressure to banks to step up
property finance. Regulators have

since circulated a list of 50 property
developers eligible for a range of
financing support to stabilise the two-
year slump

Israel and Hamas observed a temporary
ceasefire on Friday for a hostage

and prisoner exchange, as well as a
humanitarian resupply into Gaza - the
first since the conflict erupted last month

Russia was the target of the biggest
drone attack in months, a day after firing
the heaviest barrage of drones at Ukraine
in the 22-month war so far. The Russian
Defence Ministry reported 24 drones
were shot down across at least four

regions, including Moscow
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Market Summary - 27 November 2023

Cumulative returns Cumulative returns

Asset Class / Region Currency geﬁgveennﬂ)negr Month to date  YTD 2023 12 months Asset Class / Region Currency gyleﬁlgvznnfnl:)negr Month todate  YTD 2023 12 months
Developed Markets Equities Property

United States usbD 1.0% 8.8% 20.0% 14.5% US Property Securities usD 1.0% 8.2% 0.5% -3.0%
United Kingdom GBP 0.0% 2.7% 4.2% 4.2% Australian Property Securities AUD -1.8% 9.8% 1.2% -2.3%
Continental Europe EUR 1.0% 6.9% 12.7% 8.7% Asia Property Securities usD 1.8% 6.8% -8.2% -5.1%
Japan JPY 0.0% 6.1% 29.4% 21.5% Global Property Securities usbD 1.0% 9.2% 0.3% -1.5%
Australia AUD -0.1% 4.3% 41% 1.4% Euro usD 0.5% 3.5% 2.1% 51%
Global usD 1.0% 9.0% 17.6% 13.3% UK Pound Sterling usD 1.4% 3.8% 4.2% 4.0%
Emerging Europe USD 1.0% 81% 26.1% 33.1% Australian Dollar usD 1.3% 4.0% -3.4% -2.6%
Emerging Asia USD 0.5% 6.8% 3.6% 6.3% South African Rand usD -2.6% -0.8% -9.6% -9.7%
Emerging Latin America usD 0.6% 13.2% 21.7% 18.0% Swiss Franc usb 0.6% 3.2% 4.6% 7.0%
BRICs uUsD 0.8% 51% 0.0% 6.0% Chinese Yuan* usD 0.9% 2.3% -3.5% 0.0%
MENA countries usD 0.0% 4.6% 0.7% -3.7% Commodities usD -0.4% -2.4% -2.9% -2.8%
South Africa usD -0.3% 7.9% -4.5% -6.6% Agricultural Commodities usD -0.8% 0.3% 1.1% 2.2%
India usD 0.3% 3.8% 9.7% 6.2% Oil usD 0.0% -7.8% -6.2% -5.6%
Global emerging markets usD 0.5% 7.2% 5.0% 6.4% Gold usD 1.0% 0.8% 9.7% 14.0%
US Treasuries usD -0.1% 2.5% 0.0% -0.4%

US Treasuries (inflation protected) usD -0.2% 2.0% 0.2% -0.1%

US Corporate (investment grade) usD 0.2% 4.2% 2.8% 2.8%

US High Yield usb 0.4% 3.5% 8.3% 7.6%

UK Gilts GBP -1.7% 2.1% -2.7% -8.2%

UK Corporate (investment grade) GBP -1.0% 2.5% 3.6% 0.6%

Euro Government Bonds EUR -0.2% 1.9% 2.3% -3.3%

Euro Corporate (investment grade) EUR -0.2% 1.2% 4.0% 21%

Euro High Yield EUR 0.3% 2.1% 8.0% 71%

Japanese Government JPY -0.1% 1.7% -0.5% -2.3%

Australian Government AUD -0.4% 2.2% 0.7% -1.5%

Global Government Bonds usD 0.0% 3.6% -1.2% -2.0%

Global Bonds usbD 0.1% 4.0% 1.0% 0.4%

Global Convertible Bonds UsD 0.4% 4.8% 3.2% 2.9%

Emerging Market Bonds usD 1.6% 5.6% 3.8% 5.2%

Source: Bloomberg Finance L.P. Past performance is not indicative of future returns.
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For more information, please contact:

Distribution Services
E: distributionservices@momentum.co.uk

T: T: +44 (0)207 618 1803

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 2023.
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