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Last week, the Federal Reserve
delivered a highly anticipated decision,
lowering interest rates and marking the
beginning of a new monetary policy
cycle. This shift provides an excellent
opportunity to assess the current
investment landscape and consider
market expectations.

Historically, periods of changing
monetary  regimes  have  been
associated  with  heightened price
volatility across various US dollar-
denominated asset classes. Transitions
to a lower interest rate environment
have often coincided with strong
posifive returns for traditional asset
classes. The blue bars on the chart
below represent the average returns of
these asset classes over the past four
decades. Notably, the grey bars, which
depict returns from the past 12 months,
show that many asset classes have
exceeded expectations.

Below, we explore the main factors
driving these surprises.

Inthe US equity market, the performance
of the '"Magnificent 7" companies
has likely been a key contributor to
the robust overall outperformance.
Meanwhile, in corporate investment-
grade and high-yield categories,
strong returns have come amid a
neutral to positive economic growth
outlook, further bolstered by abundant
liquidity in the system. In the real estate
sector, the primary driver appears fo be
an upward correction from previously
oversold conditions.

In the foreign exchange market, the
US Dollar Index (DXY) outperformed,
supported by the relative strength
of the US economy and heightened
geopolitical uncertainty.
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Source: S&P Global, ICE, CAIM, January/September 2024.

Government  bond  returns  were
in line with historical data, while
commodities  underperformed. This
underperformance can be attributed
to growing concerns about the
Chinese economy, which, as a global
manufacturing powerhouse, is closely
linked to demand for commodities.

Regarding the Fed's decision, most
analysts were surprised by the 50
basis point rate cut, as a 25 basis point
cut was expected. However, the bond
market's reaction suggested otherwise,
with yields remaining stable at the short
end of the curve and selling pressure at
the long end. This was partly explained
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by the Fed's updated projections, which
indicated a slower pace of rate cuts
going forward and slightly upward-
adjusted terminal rate projections.

What should we expect for the returns
of major asset classes in the coming
months, and how will they compare to
their four-decade averages? The year
began with high market expectations,
reflected through high valuations
of many assets. Market observers
will recall that asset returns over the
past 12 months were far from evenly
distributed.

Looking ahead, we expect similar
volatility over the next 12 months, as
the fundamental outlook raises more
questions than answers. Economic
growth may once again surprise to the
upside, as could inflation.

From a technical perspective, many
indicators are signaling overbought
conditions, with positioning showing
increased accumulation of high-risk
assets.

In the government bond market,
traditionally a safe-haven asset class,
the market is still ahead of the Fed,
pricing in a more aggressive rate path.
Geopolitical factors will likely take
center stage again, particularly with
upcoming US elections and ongoing
fiscal challenges.

Many investors will look to history
for guidance on he future. The red
bars in the chart show the historical
performance of asset classes 12 months
after the first interest rate cut. While
history may not repeat itself exactly,
it often rhymes, presenting plenty of
investment opportunities.

* CAIM is a wholly-owned subsidiary of Momentum Global Investment Managment
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For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Limited
MERERBERAE

9th Floor, Centre Mark Il

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 contained
herein constitutes as an advertisement, an
invitation, a solicitation, a recommendation
or advise fo buy or sell any products,
services, securities, futures, options, other
financial instruments or provide any
investment advice or service by Belvest.

Tel +852 2827 1199
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
affachments are not encrypted and cannot
be guaranteed to be secure, complete or
error-free as electronic communications
may be infercepted, 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.



