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N Rubrics

Introduction

Since 2008 much has changed. The myriad of data points we used to follow with such intent on a weekly,
monthly and quarterly basis, have become a side show. The central banks have become the new masters of
the capital markets. The once hypothetical “Greenspan Put’” became a reality under Fed Chairman Ben
Bernanke. Our greatest challenge as asset managers today is making sense of this environment.

Many of the current macroeconomic strategies developed and employed by central bankers are untested on
this large a scale. At Rubrics we still believe fundamentals are the key drivers of asset prices over the
medium to long term. Undoubtedly the world has suffered from overcapacity (excess supply) and debt
induced demand for a long time. The rebalancing away from this is certainly underway but it has not
occurred in a straight line. Furthermore there are still many pitfalls policy makers and investors can and will
fall into.

Our macro economic research is based upon two goals. Firstly, attempting to understand the general
direction of the global economy and its key growth and inflation trends. Secondly but of equal importance,
understanding the direction and movement of liquidity flows (private and public). Due to the significant part
global central banks have played in the manipulation of both economic conditions and asset prices, our job
has not been easy with few if any clear answers.

In these macro packs that we compile on a quarterly basis, we attempt to examine the factors we think will
be most prevalent to fixed income markets over the coming months. This top down work is supplemented
with rigorous bottom up analysis from our investment team to create a framework on which we can build our
investment process.

Source: Rubrics Asset Management Ltd

Private and confidential — not to be reproduced Page 2



N Rubrics

Current Macro Drivers

1. Political risk has been a central driver of market returns since the summer of 2016 (Brexit, Trump) and will
continue to be so throughout 2017

* Key elections in France, Netherlands and Germany

2. Central banks have slowly started to retreat from post 2008 ultra accommodative stance — Fed raising
rates and ECB talk of tapering

« To what extent will this continue and how will it impact global markets?

3. Market expectations of fiscally-led growth have been elevated since Trump election

«  Will the new administration fulfil promises on infrastructure spending, lower taxes etc and in what
timeframe?

« If not, what impact could the disappointment have on markets

4. Risky assets (equities, credit spreads etc) have performed strongly since the Trump election
« Are markets looking stretched from a valuation perspective?
- Soft and hard data telling different stories

Source: Rubrics Asset Management Ltd
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Trump’s Fiscal Agenda N Rubrics

Big Expenditure

 Tax cuts
* Increase in defence spending (+$54blin)
* Increase in infrastructure spending (+$1trin ...)

Financed by

 Repeal of Obamacare and changes to Medicaid — faces significant challenges in the Senate
« Cuts to UN funding and other International Agencies
« Cuts to Education, Environment, State Department, Agriculture, Housing etc

Impact on Debt Ceiling?

Source: Rubrics Asset Management Ltd
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What the theory says M Rubrics

Implement Tax Cuts:

« Best case shows decreasing taxes having a stimulative impact on the economy — but at the cost of
increasing the deficit and debt with respect to GDP

Increase in Government Spending:

« Best case as above but can’t be excluded that the stimulative effect on the economy does not
materialize — because of the subsequent increasing in taxation

Fiscal Multiplier:

« A multiplier of 3 or more (in absolute value) and very distortionary taxes would decrease the deficit and
debt with respect to GDP

Empirical Evidence:

« Multiplier lower than 3. Historical experience of the US suggests a government spending multiplier
between 0 and 0.5 in expansions and 1 and 1.5 in recessions

Source: Roberto Perotti. “The Debate on the Effects of Government Spending and Taxes.” February 14, 2017;
Auerbach, Alan J., and Yuriy Gorodnichenko. 2012. "Measuring the Output Responses to Fiscal Policy." American Economic Journal: Economic Policy, 4(2): 1-27;

Rubrics Asset Management Ltd
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And what empirical research tells us (1/2)

Table 1.
Ranges for U.S. Fiscal Multipliers

Estimated Multipliers

Type of Activity Low Estimate High Estimate
Purchases of Goods and Sendces by the Federal Govermment 0.5 25
Transfer Payments to State and Local Governments for Infrastructure 0.4 22
Transfer Payments to State and Local Governments for Other Purposes 0.4 1.8
Transfer Payments to Individuals 0.4 21
One-Time Paymenis to Retirees 0.2 1.0
Two-Year Tax Cuts for Lower- and Middle-Income People 0.3 1.5
One-Year Tax Cut for Higher-Income People 01 06
Extension of First-Time Homebuyer Credit 02 08
Corporate Tax Provsions Primarily Affecting Cash Flow 0 0.4

Source: Congressional Budget Office (CBO).

Mote: The estimates above were produced for CBO's analysis of the American Recovery and Reinvestment Act

of 2009,

Table 2.

The Effect of a $1 Increase in Aggregate Demand Over Eight Quarters

When Output Is Well Below
Potential And Federal Resarve

Responses Are Limited

When Output |s Closs to
Potential And Federal Resarve

Responses Are Typical

Quarter Low Estimate High Estimate Low Estimate High Estimate
1 0.50 1.45 0.50 1.43
2 o] 0.60 -0.03 0.48
3 o] 0.30 -0.04 0.10
4 o] 0.15 -0.05 -0.10
5 o] o -0.08 -0.30
] o] ] -0.08 -0.28
7 o] 1] -0.05 -0.25
8 o] 1] -0.05 -0.25
Cumulative Effect After 8 Quarers 0.50 2.50 017 0.83

Source: Congressional Budget Office (CBO).

Motes: CBO published these estimates on October 11, 2012, as a supplement to Felix Reichling and Charles
Whalen, Assessing the Short-Term Effects on Output of Changes in Federal Fiscal Policies, CBO Working Paper
2012-08 (May 2012). In that data release, *When Output Is Well Below Potential . . .™ is described as “When
Short-Term Interest Rates Are Close to Zero™ and “When Output Is Close to Potential . . . is described as “When
Short-Term Interest Rates Are Mot Close to Zero.” See www.cho_govipublication/43278.

There are no effects after eight quarters.

N Rubrics

Source: Charles J. Whalen and Felix Reichling. “The Fiscal Multiplier and Economic Policy Analysis in the United States.” Congressional Budget Office (CBO) WP February 2015
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And what empirical research tells us (2/2)

4 L i gl i . . i i i i i i
1950 1855 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005

Urparep Ficure 3. Historicar Murtieiiek rox Torar GOVERNMENT SPENDING

Notes: Shaded regions are recessions defined by the NBER. The solid black line is the cumulative multiplier com-
puted as \;_'f,"l Yu/ \_:;,',(I,. where time index /i is in quarters. Dashed lines are 90 percent confidence interval. The
multiplier incorporates the feedback from G shock to the business cycle indicator 2. In each instance. the shocK is a
| percent increase in government spending.

Source: Auerbach, Alan J., and Yuriy Gorodnichenko. 2012. "Measuring the Output Responses to Fiscal Policy." American Economic Journal: Economic Policy, 4(2): 1-27;

Auerbach, Alan J., and Yuriy Gorodnichenko. 2013. "Corrigendum: Measuring the Output Responses to Fiscal Policy." American Economic Journal: Economic Policy, 5(3): 320-22;

David Romer. “The Effect of Fiscal Changes: Aggregate Evidence.” September 14, 2016
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But in the last decade the great bull market has

been backed by central banks

Strong Correlation between World Equity Markets and
Aggregate Assets of FED, ECB, BOJ in % of World GDP
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- Aggregate Assets of FED, ECB and
e \|SCI ACWI Index (right axis)

Source: IMF WEO (April 2017); Bloomberg; Rubrics Asset Management Ltd
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With strong correlations to risky assets

Strong Correlation between S&P 500 and FED Balance

Sheet
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FED balance sheet before and after the crisis

The simplified balance sheet of the Fed on September 6, 2007

Securities 779,641 Currency in circulation 814941
US government securities 779,641 Reserve balances {required and excess) 5,959
Mortgage-backed securities 0 Capital 40,610

Discount window 1,341 Other 46,950

Other 127 ATB

Total 908,460 | Total 908,460

Millions of dollars
Source: Federal Reseree Statistical Releaze Hod

The simplified balance sheet

of the Fed on July 14, 2016

Assets Liabilities
Securities 4331137 Currency in circulation 1,464,902
US government securities 2,462,449 Reserve balances (required and excess) 2,310,766
Mortgage-backed securities 1,743,541 Capital 48,084
Discount window 184 Other 696,304
Other 285,735
Total 4517056 | Total 4,517,056
Millions of dollars
Source; Federal Reserve Statistical Releaze HA.1

Source: Roberto Perotti. “The Monetary Base and the Money Supply Process.” February 12, 2017
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The impact on capital markets has been M Rubrics
pronounced

Credit Spreads vs Equity Markets
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- Bloomberg Barclays US Agg Baa Avg OAS (left axis, log scale)
= S&P 500 Index (right axis, log scale, inverted)

Source: Bloomberg; Rubrics Asset Management Ltd
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M Rubrics

Yen reflation linked with industrial commodities

280« M JPY FX Spot (R1) 113.3800
M Copper Future Contract (L1) 252.40

270
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Source: Bloomberg



M Rubrics

But the reflation trade appears to be losing
momentum

M S&P 500 Index (R1) 2390.90
M US 2-10 Trsy Curve (R2) 103.123
M JPY FX Spot (L1) 113.38

Source: Bloomberg



Soft vs. hard data disconnection N Rubrics

US "Soft Data" vs "Hard Data"
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US financial conditions are very accommodative | RUDFICS
and the market is currently pricing very low / no tail-risk

TS EL ALY @=L 01- Jan-2006 [=l12-May-2017 fi=
Mean @Llast | 1(4] US Financial Conditions
1} US Financial Conditions 0.52 0.06| —»—@ 2.000

HS Money Market
II-\ T [| ‘ﬁ[[l—-jIJ 27.40 0.5 ——— )y = m&‘n’m&[ 0.000
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-4.000
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Source: Bloomberg



N Rubrics

But looking at economic surprise index some
downside surprise has emerged

Surprise History
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Nevertheless market expectations of a better economic N Rubrics
outlook post Trump’s election have driven US Treasury rates up

The Economic Surprise Index and the Change in US 10y Trsy [
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US expanding at a low 0.7% rate in Q1, with long

term trend growth currently estimated at about 1.9%

The US Real GDP since '47

= JS Real GDP Level, log scale (left axis)
== JS Real GDP Growth, qtr chgs ann % (right axis)
Real GDP Growth = 0% (right axis)

N Rubrics

. ; . ; 2
== JS Real GDP Trend Growth, gtr chgs ann, % and based on Hodrick-Prescott filter, lambda=1600 (right axis) 0

800

Source: Bloomberg; Rubrics Asset Management Ltd
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Broadly in line with CBO current projections
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US total factor productivity virtually flat

US Total Factor Productivity (adjusted)
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= Growth of total factor productivity - estimated as a Torngvist index
e Productivity growth=0%
Long-term trend growth of total factor productivity, based on Hodrick—Prescott filter, lambda=100

Source: Total Economy Database™, Growth Accounting and Total Factor Productivity, 1995-2015. November 2016; Rubrics Asset Management Ltd
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N Rubrics

US labour productivity per person employed
declining

US Labor Productivity Per Person Employed (adjusted)
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Labor productivity per person employed in 2015 US$, converted to 2015 price level with updated 2011 PPPs (left axis)

= Growth of labor productivity per person employed, percent change (right axis)

e Productivity growth=0% (right axis)

Long-term trend growth of labor productivity per person employed, based on Hodrick—Prescaott filter, lambda=100 (right axis)

Source: Total Economy Database™, Output, Labor and Labor Productivity, 1950-2016. November 2016; Rubrics Asset Management Ltd
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And US labour productivity per hour worked M Rubrics

declining

US Labor Productivity Per Hour Worked (adjusted)
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e Productivity growth=0% (right axis)

Long-term trend growth of labor productivity per hour worked, based on Hodrick—Prescott filter, lambda=100 (right axis)

Source: Total Economy Database™, Output, Labor and Labor Productivity, 1950-2016. November 2016; Rubrics Asset Management Ltd
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Monetary Activity
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N Rubrics

Aggregate Central Bank Balance Sheet Expansion

More and more and more!
Aggregate balance sheet of large central banks, $tn & % of GDP
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Source: Citi Research; Haver
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US C&I loans and leases declining too M Rubrics

C&l Loans vs Loans and Leases - YoY% Changes
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== Commercial and industrial loans, all commercial banks, seasonally adjusted
— Growth rate=0%

Source: Assets and Liabilities of Commercial Banks in the United States - H.8, Board Of Governors of the Federal Reserve System. May 5, 2017; Rubrics Asset Management Ltd
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N Rubrics

Together with global credit impulse
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Rubrics Portfolio Strategy
Macro Indicators
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N Rubrics

Portfolio Strategy

Implied Volatility and Credit Spreads - Cyclical Path

VaR relatively > Stress Scenarios
Overweight Credit and Underweight Duration
Generally Best Risk / Return for Credit

Real Rates relatively >
Real GDP Growth

Source: Rubrics Asset Management Ltd
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A strong cyclical path for implied volatility and M Rubrics
credit spreads

VIX vs Credit Spreads
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Source: Bloomberg; Rubrics Asset Management Ltd
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And for financial conditions M Rubrics

Financial Conditions Index vs Credit Spreads
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The slope of the treasury curve, the credit N Rubrics
spreads and the equity market in the last 3 decades
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Rising spreads, falling equity and vice versa M Rubrics

Credit Spreads vs Equity Markets
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- Bloomberg Barclays US Agg Baa Avg OAS (left axis, log scale)
= S&P 500 Index (right axis, log scale, inverted)

Source: Bloomberg; Rubrics Asset Management Ltd
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Underweight credit and overweight duration or M Rubrics
vice versa

Credit Spreads vs Nominal Rates
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Credit conditions are still accommodative at N Rubrics
macro level

Credit Spreads vs Macro
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At corporate level M Rubrics

Credit Spreads vs Net % of US Banks Tightening
Lending Standards
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Source: Bloomberg; Board of Governors of the Federal Reserve System (US); Rubrics Asset Management Ltd
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And at high yield level M Rubrics

Credit Spreads vs US High Yield Bond Issuance in % of
Total (inverted)
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With high consumer confidence and very low VIX, M Rubrics
nothing to worry about?

M VIX Index (R1) 10.40
M ISM Manufacturing PMI (inverted) (L1) 54.8

.- M Consumer Confidence (inverted) (R2) 120.30
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Source: Bloomberg



Important Information

Rubrics Global UCITS Funds Plc is a variable capital umbrella investment company with segregated
liability between sub-funds; incorporated with limited liability in Ireland under the Companies Acts 2014
with registration number 426263; and authorised by the Central Bank of Ireland pursuant to the European
Communities (Undertakings for Collective Investment in Transferable Securities) Regulations 2011, as
amended). This document is for information only and does not constitute an offer or solicitation to deal,
whether directly or indirectly, in any particular fund. Nothing in this document should be taken as an
expressed or implied indication, representation, warranty or guarantee of performance whether in respect
of income or capital growth. No warranty or representation is given as to the accuracy or completeness of
this document and no liability is accepted for any errors or omissions that the document may contain. The
Key Investor Information Documents (“KIIDs”) and prospectus (including supplements) for Rubrics Global

UCITS Funds Plc are available at www.rubricsam.com.

The fund manager of Rubrics Global UCITS Funds Plc is Capita Financial Managers (Ireland) Limited (the
“Fund Manager”). The Fund Manager is a private limited company, incorporated in Ireland on 22 February,

2006 under registration number 415879 and is ultimately owned by Capita plc.

Rubrics Asset Management Limited, located at 23rd Floor, 20 Fenchurch St, London, EC3M 3BY (Register
number: 09492393) is an appointed representative of Shard Capital Partners LLP. Shard Capital Partners
LLP is authorised and regulated by the Financial Conduct Authority (Reference number: 538762) and is
located at 23rd Floor, 20 Fenchurch St, London, EC3M 3BY. Details can be found on the following link

www.fca.gov.uk/reqgister

Private and confidential — not to be reproduced

For South African investors:

In the Republic of South Africa this fund is registered with the Financial Services Board and may be

distributed to members of the public.

In addition to the other information and warnings in this document, the Financial Services Board of
South Africa requires us to tell South African recipients of this document that collective investment
schemes are generally medium to long-term investments, collective investment schemes are traded at
ruling prices and can engage in borrowing and scrip lending and that a schedule of fees and charges
and maximum commissions is available on request from the manager. Because foreign securities are
included in the investments within this collective investment scheme, we are also required to disclose
to you that there may be additional risks that arise because of events in different jurisdictions: these
may include, but are not limited to potential constraints on liquidity and the repatriation of funds;
macroeconomic risks; political risks; foreign exchange risks; tax risks; settlement risks and potential

limitations on the availability of market information.
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