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Client Briefing: Inflation heading down

The UK’smost recent CPIH inflation print was 6.4 per cent, down from 7.3 per centas of end-June,! pointing to the
lowest level since February 2022. Theeasing intheannualinflation ratesin July principally reflected price changes
in the housing and household servicesdivision. The main driver behind the change was gas, with monthly prices
falling considerably (25.2 per cent) between June and July thisyear. Thiswaslargely because the Office of Gasand
Electricity Markets (Ofgem) lowered the price cap in that month. In addition, there were also notable downward
effectsfrom food and non-alcoholic beverages, particularly from milk, bread and cereals. Hotels and passenger
transportby air provided the largest offsetting upward contributions to the changein the annualrate. Thefallin
inflation will be welcome, but the fact of the matter isinflation isstill high. Furthermore, the underlying

componentry showsthatinflation remains sticky.
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Source: ONS, BoE asatAugust 2023.

!nflation and priceindices - Office for National Statistics (ons.gov.uk)
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Looking ahead, market participants are agreed on the direction of travel - inflation is set to fall. However, there are
arangeof views on the rate of decrease. The Bank of England expectsinflation to return to the two per cent target

by early 2025. The Aviva Investors House View (published in July, based on end-June data) broadly agrees with the
Bank’sforecast, with inflation falling close to target by the end of 2024.

Thealternativeview is thatinflation will not decrease asfast as expected. Essentially this view ascribes more weight

to the persistence of inflation in the sub-components keeping the headline rate higher for longer.

“Inflation in the UK has eased from the highs but the path to the two percenttargetis not a clearone. There are
additional pressures building, such as the termination ofthe grain supply deal between Russia and Ukraine, the
banning of rice exports by India and the decimation ofthe olive oil crop in Spain that could see food andtherefore
headline inflation go higher again. With core inflation still high, this isn’t supportive of inflation movingto targetin the

near future.” Richard Hallett, Head of Liquidity
Implications for ratesandyields

The Bankof England looks to be close to finishing the tightening cycle but has stated rates are likely to stay higher
for longer asinflation in the UK provessticky. Thisisa positive for cash investors asit meansthey can reasonably

expect high yields on money market funds (MMFs) for the foreseeable future.

The Bank of England has stated that: “The [Monetary Policy Committee] will ensure that Bank Rate is sufficiently

restrictive for sufficiently long to return inflation to the two per cent target sustainably in the medium term, in line with

its remit.” 2

TheBankof England increased the baserateto 5.25 per cent in August 2023. Current market forecasts pricein one
totwo morerate hikes, with a terminalrate of around 5.75 per cent. Any further rate hikes will feed through to MMF
yields quickly. Our Sterling Liquidity Fund’s yield was 5.25 per cent (gross) asof 10 August 2023. In other words, it
tookjust sevendays for the rateriseto feed through, in full, to thefund’s yield. The next rate decision is on 21

September.

Timetaken forthe latest
raterise to feed through to
Sterling Liquidity Fund yield:

7 days

2Bank Rateincreased to 5.25% - August 2023 | Bank of England
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Current positioning and outlook

“Thecurveiscurrently pricingin a terminal rate of 5.75 per cent and, whereas this is our central scenario, we do not
have high conviction. To mitigate the risks we have adopted a disciplined approachto duration risk, taking smaller
positions in long-dated fixed-rate certificates of deposit, spread out over time to gain positive interest-rate carry, whilst

favouring floating-rate investments to keep durationshorter.” Richard Hallett, Head of Liquidity

The SONIA curve has flattened
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Themarketiscurrently pricing theterminalratein around ayear’stime, or around mid-2024. Clearly thereis
uncertainty asto the path to that point, asmuch asthereisto the eventual terminalrateitself. We expect the
journey to be materially data-dependent. The stronger inflation printin June 2023 wasa key driver of the +50bp

interest-rateincrease from the MPC.

If market pricing is to be believed, the terminal rate will be short-lived. Current pricing suggests cuts later in 2024,

albeitto levels ator abovethecurrentrate.

“We are farfrom convinced that the cuts the market is pricing as early as Q2 2024 will materialise. We do not think
inflation will continue to fallin a linear fashion, as it has so farin 2023. This means policy rates will remain restrictive

forlonger.” Josh Bramwell, Portfolio Manager
Conclusion

Inflation remains high, although itis clearly on a declining trend. Opinonsvary on the pace at which inflation will
decrease from here, buttheimplicationsfor policy are clear: rates are highly likely to remain high fora sustained

period of time. For cash investors, this means they can expect yields to remain high on MMFs. With the potential for
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ratecutson the horizon, however, investors may wish to begin considering “standard” MMFs, due to their greater

ability to term outexposures compared with short-term MMFs.

Key Risks

Thevalue of aninvestmentand anyincome from it can godown aswell as up and can fluctuatein response to
changesin currency and exchange rates. Investors may not get back the originalamountinvested.

The Fund invests in money market instruments such asshort term bank debt the market prices/value of which can
riseaswell asfallon a daily basis. Their values are affected by changesin interest rates, inflation and any declinein
creditworthiness of theissuer.

Thisis nota guaranteed investment, an investmentin a Money Market Fund is different from an investmentin
deposits and can fluctuatein price meaning you may not get back the original amount you invested. This
investment does not rely on external support for guaranteeing liquidity or stabilising the NAV per unitor share. The

risk of loss of the principalisto be borne by theinvestor.

Important information

THISISAMARKETING COMMUNICATION

Except where stated as otherwise, the source of allinformationis Aviva Investors Global Services Limited (“Aviva
Investors”). Unless stated otherwise any opinions expressed are those of Aviva Investors. They should not be viewed
asindicating any guarantee of return from an investment managed by Aviva Investors nor as advice of any nature.
Thevalue of aninvestmentand anyincomefrom it may go down aswellas up and theinvestor may not get back
the originalamountinvested. Past performanceis nota guide to thefuture. The content of this presentation does
not purportto berepresentational or provide warranties above and beyond those contained in the Prospectus and
subscription documentation of the Fund. The Prospectus and the subscription document contain the full terms,
conditions, representations and warranties in respect of the Fund. The underlying holdings of the fund should be
considered in order to establish an appropriate minimum holding period. The content of this presentation does not
purportto berepresentational or provide warranties above and beyond those contained in the legal
documentation and subscription documentation of the Fund. The legal documentation and the subscription
documents contain the full terms, conditions, representations and warrantiesin respect of the Fund. Nothing in this
presentation isintended to or should be construed asadvice or recommendations of any nature. This document is
nota recommendation to sell or purchase any investment. It does notform part of any contractfor thesale or
purchase of any investment. Changesin exchange rates between currencies or the conversion fromone currency to
another may also cause thevalue of the investments to diminish or increase. The value of Sharesexpressedina
currency other thanthe Base Currency will be subjectto exchangerateriskin relation to the Base Currency. You
may switch between fundsin the Aviva Investors Liquidity Funds p.l.c. Details on switching are provided in the
Share Dealings section of the Fund's prospectus. The sub-fund is subject to the tax lawsand regulations of Ireland.
Depending on your own country of residence, this might have an impact on your investment. Thisdocument should

not be taken asa recommendation or offer by anyonein any jurisdiction in which such an offer isnot authorised or
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to any person to whomi it is unlawful to make such an offer or solicitation. The Prospectus and Key Investor

information Document (KIID) are available at www.avivainvestors.com

Whererelevant,information on ourapproach to the sustainability aspects of the fund and the Sustainable Finance
disclosure regulation (SFDR) including policies and procedures can be found on the following link:

https://www.avivainvestors.com/en-gb/capabilities/sustainable-finance-disclosure-regulation/

In Europe thisdocumentisissued by Aviva Investors Luxembourg S.A. Registered Office: 2 rue du Fort Bourbon, 1st
Floor, 1249 Luxembourg. Supervised by Commission de Surveillance du Secteur Financier. An Aviva company. In the
UK Issued by Aviva Investors Global Services Limited. Registered in England No. 1151805. Registered Office: St
Helens, 1 Undershaft, London EC3P 3DQ. Authorised and regulated by the Financial Conduct Authority. Firm
Reference No. 119178.
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