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ClO thinks investors should consider deploying cash into high-quality corporate and government bonds as part of a diversified allocation to fixed income.
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The Fed looks set to signal a
pivot later this month

19 July 2024, 1:49 pm CEST, written by UBS Editorial Team

The European Central Bank (ECB) kept its deposit facility rate unchanged at 3.75% on Thursday, in line with
market expectations. The euro was little changed against the US dollar at 1.09. The decision followed the final
reading for Eurozone inflation for June, which stood at 2.5% year over year, down from 2.6% in May.

CIO sees room for the ECB to cut rates again in September, following the first reduction in June. Markets are now pricing
in a 65% probability of a September rate cut. With the Federal Reserve also likely to start easing policy in September,
and the Bank of England potentially in August, the global rate-cutting cycle remains on track despite inflation jitters in
some parts of the world.

Economic activity in the Eurozone remains weak, with decelerating core inflation. Eurozone GDP growth was just
0.3% in the first quarter of 2024. While that is better than the 0.1% contraction in the last quarter of 2023, it follows
five quarters of economic stagnation. Weak economic activity and decelerating core inflation should allow the ECB to cut
rates again this year. We expect the ECB to ease by a further 50 basis points in 2024.

The Fed looks set to signal a pivot later this month, paving the way for a first cut in September. June’s retail
sales, housing starts, and industrial production data all surpassed market expectations. Yet they were not so resilient as to
dampen hopes for a Fed cut in September, which the futures market currently estimates at a 96% likelihood. Fed Chair
Jerome Powell this week said recent inflation figures “add somewhat to confidence” that the pace of price increases is
returning to the central bank’s target sustainably, after describing the US economy as “no longer overheated” during
his congressional testimony last week. We maintain the view that the US central bank will cut rates by 50 basis points
this year, starting in September.
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So, with current returns on cash likely to diminish, we believe investors holding cash or money market funds and those with
expiring fixed-term deposits should consider managing their liquidity via bond ladders or structured investment strategies.
We also think investors should consider deploying cash into high-quality corporate and government bonds as part of a
diversified allocation to fixed income.
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Important information

As a firm providing wealth management services to clients, UBS Financial Services, Inc is registered with the U.S. Securities and
Exchange Commission (SEC) as an investment adviser and a broker-dealer, offering both investment advisory and brokerage
services. Advisory services and brokerage services are separate and distinct, differ in material ways and are governed by different
laws and separate contracts. It is important that you carefully read the agreements and disclosures UBS provides to you about
the products or services offered. For more information, please visit our website at www.ubs.com/workingwithus.

© UBS 2024. All rights reserved. UBS Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.

There are two sources of UBS research. Reports from the first source, UBS CIO Global Wealth Management, are designed for
individual investors and are produced by UBS Global Wealth Management (which includes UBS Financial Services Inc. and UBS
International Inc.). The second research source is UBS Group Research, whose primary business focus is institutional investors. The
two sources operate independently and may therefore have different recommendations. The various research content provided
does not take into account the unique investment objectives, financial situation or particular needs of any specific individual
investor. If you have any questions, please consult your Financial Advisor. UBS Financial Services Inc. is a subsidiary of UBS AG
and an affiliate of UBS International Inc.


https://secure.ubs.com/public/api/v2/investment-content/documents/aSnF9YfNpO5ri-yYfBmsOQ?apikey=1AS8wxGGWLjxy6J92ees52Uz5ZrWmy6m

	Important Disclosures

