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I 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 
I 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, I 
could feel the city’s welcoming energy.

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.
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For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Limited
研富投資服務有限公司
9th Floor, Centre Mark II
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 to 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 contained 
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.

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.
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