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It was no surprise that Fed Chair Powell pivoted the Fed’s focus at
the annual Jackson Hole summit from inflation to
employment concerns after a significant downward revision
in the payroll employment data and the rise in the unemployment
level in July.

Powell summed it up best by saying, “The upside risks to
inflation have diminished and the downside risks to
employment have increased”.

The labour market in the US has unmistakably started to
cool though “the Fed does not seek nor welcome any further
cooling.”

Markets rallied shortly after Powell detailed that “the time has come
for policy adjustment” though he did not guide to a specific size cut
in September. 2

So the question now is no longer whether the Fed is going to cut
in September but by how much.

That said, Powell did leave the door open for larger cuts in
case labour conditions deteriorate further. Thus the market read
through is that the Fed appears to be open to cutting interest
rates faster than previously expected.

Still, our base case remains for 2 cuts of 25bps by the end of 2024.
While the labour data is softening, other indicators of the
US economy remain resilient, such as retail sales, wage growth
and financial conditions.

| will be closely watching the upcoming PCE (Personal
Consumption Expenditures) inflation inflation data especially in light
of the strong retail sales number last month.

These inflation data points can certainly feed into whether the
Fed has any urgency to cut rates. I'd still like to point out that
monetary policy has a lag on economic activity and the current
policy rate remains very restrictive.

There is growing concern that the Fed may soon fall behind
the curve if cuts are not swiftly implemented.

Implications on the record amount of cash parked in US
money market funds

The record amount of cash parked in US money market funds may
not automatically pivot to risk assets such as stocks once the
Fed starts cutting interest rates.

While it’s plausible to think that the record amount of cash sitting on
the sidelines is just waiting to be deployed elsewhere,
these expectations may be overblown.
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reasons why market participants have parked a record USD 6.22trn
into US money market funds® and just because the Fed starts to cut
rates, doesn’t necessarily portend to a re-deployment of funds
elsewhere.
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Let's take a closer look at how we got here. Since 2019, US money
market funds have seen a net inflow of around USD 2.6trn that
have occurred broadly in three time periods.*

The first period was right after COVID-19, when the global economy
faced a significant number of uncertainties.

The second period came from retail inflows when the Fed started
raising rates in 2022 and the final phase came during the regional
bank crisis during in March 2023 with both retail and institutional
flows fled regional banks into money market funds.

Money market funds unlikely to return to pre-COVID levels
even if the Fed starts cutting rate in Sep

| believe that money market funds are unlikely to return to their pre-
COVID levels of around USD 4trn even if the Fed starts its rate
cutting cycle in September.

We still expect 2 rate cuts of 25bps for 2024 and a series of more
rate cuts in 2025 as the disinflationary process continues and
economic activity slows.®

In our base case - which expects a bumpy landing scenario over
the next 12 months - we estimate that twelve months from now, it’s
likely that the policy rate remains around 3.5%.
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This would mean that money market yields would likely stabilize
around this range, although with a lag. These yields would most
likely still be attractive when compared to other cash alternatives.

In the worst case, hard landing scenario, the Fed would cut the
policy rate aggressively over a shorter period of time which would in
theory make current yields less attractive though investors are apt
to still allocate a portion of their assets to money market funds for
liquidity concerns and defensive purposes.

It's possible that investors would lock in more funds in the money
market in the event of a deep recession.

And in the run-up to the rate cutting cycle next month, | foresee
some investors locking in some of high yields, which may be more
attractive than short-term certificate of deposits (CDs) or longer
term US treasuries, whose yields would fluctuate downwards with
the rate cuts.

Retail vs institutional flows in and out of money market funds

Let me also distinguish the different rationale for retail versus
institutional flows in and out of money market funds. Institutional
funds account for around 61% of money market funds while retail is
around 37%.6

When institutional funds exit money market funds, they are apt to
allocate to high quality, shorter duration assets rather than stocks
as institutional investors are motivated more so by safety rather
than vyields. Retail funds, which makes up the minority of money
market funds, are more apt to re-allocate to stocks.

In conclusion, while money market funds under management have
hit an all-time high over the past couple of years, it is likely to stay
high even when the Fed starts to cut rates.

Allocation to stocks is likely to be lagged and limited. Thus, this
money on the sidelines may not be stock market boon that some
may hope for.
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Investment risks

The value of investments and any income will fluctuate (this may partly be the result of
exchange rate fluctuations) and investors may not get back the full amount invested.

Important Information

This document is intended only for professional investors in Hong Kong, for Institutional
Investors and/or Accredited Investors in Singapore, for certain specific sovereign
wealth funds and/or Qualified Domestic Institutional Investors approved by local
regulators only in the People’s Republic of China, for certain specific Qualified Institutions
and/or Sophisticated Investors only in Taiwan, for Qualified Professional Investors in Korea,
for certain specific institutional investors in Brunei, for Qualified Institutional Investors and/
or certain specific institutional investors in Thailand, for certain specific institutional
investors in Malaysia upon request, for certain specific institutional investors in Indonesia
and for qualified buyers in Philippines for informational purposes only. This document is
not an offering of a financial product and should not be distributed to retail clients who are
resident in jurisdiction where its distribution is not authorized or is unlawful. Circulation,
disclosure, or dissemination of all or any part of this document to any unauthorized person is
prohibited.

This document may contain statements that are not purely historical in nature but are
"forward-looking statements,” which are based on certain assumptions of future
events. Forward-looking statements are based on information available on the date
hereof, and Invesco does not assume any duty to update any forward-looking statement.
Actual events may differ from those assumed. There can be no assurance that forward-
looking statements, including any projected returns, will materialize or that actual
market conditions and/or performance results will not be materially different or worse than
those presented.

All material presented is compiled from sources believed to be reliable and current, but
accuracy cannot be guaranteed. Investment involves risk. Please review all financial material
carefully before investing. The opinions expressed are based on current market conditions
and are subject to change without notice. These opinions may differ from those of other
Invesco investment professionals.

The distribution and offering of this document in certain jurisdictions may be restricted by
law. Persons into whose possession this marketing material may come are required to inform
themselves about and to comply with any relevant restrictions. This does not constitute an
offer or solicitation by anyone in any jurisdiction in which such an offer is not authorised or to
any person to whom it is unlawful to make such an offer or solicitation.

This document is issued in the following countries:

+ in Hong Kong by Invesco Hong Kong Limited S IE{y & & HAIRAE], 45/F, Jardine
House, 1 Connaught Place, Central, Hong Kong.

* in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01
Republic Plaza, Singapore 048619.

* in Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan
(0800-045-066). Invesco Taiwan Limited is operated and managed independently.
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