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The continuation of the drop in global bond yields has been a feature of 2019. Much of this has been driven by the

marked turnaround in the monetary policy stance of the US Federal Reserve. Whilst changes in certain economic and

financial indicators (PMI, Retail sales, US vyield curve) support this shift in outlook, other (inflation expectations,

employment, wages) metrics have remained resilient. Perhaps most notable of all is the continued strong performance

of risk assets in the face of increasing global uncertainty. Below we take a closer look at what we believe is driving the

Fed's current thinking and what, if anything, we can glean from the current dichotomy between risk assets and the bond

market.
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2. Weaker Economic Data

European and Chinese data in particular has been soft. As
regards the US, data is certainly weaker although not yet at
recessionary levels. Some of the most notable releases in
March in respect of the bond market impact included:

» 7 March 2019: ECB's forecasts quite weak, 10y Trsy down
~ 5bps

« 20 March 2019: dovish FED, 10y Trsy down ~ gbps

» 22 March 2019: weak PMI from Germany, 10y Trsy down
~ 10bps
The trajectory of future economic data will dictate to a
large extent the Fed's perceived stance and the ultimate
path of interest rates. The current directionality is broadly
consistent with a global slowdown, however we would
question whether the data alone justifies the extent of the
Fed's recent dovish tone and the market's subsequent

reaction.

1. Changing Expectations

The discernible shift in the Fed's tone began with
December’s ‘dovish hike" and has continued since. What
followed was a sizeable swing in market expectations
from pricing up to 2 additional hikes by the end of 2020,
to as many as 2 rate cuts per current market estimates.
This though is only part of the story. The announcement
in March of the end of the Quantitative Tightening (QT)
programme represents another major turnaround in
policy. Throughout much of 2018 the Fed had been
deliberate about playing down the negative impacts of

balance sheet reduction.

The sudden change in
messaging during the December volatility however

betrays a deeper level of concern in our view.
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US Real GDP vs Treasury Curve
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4. Fear of Financial Instability

The Fed in 2019 have put the ‘fear of god' in the markets -
but is this because in December the markets put the ‘fear
of god' in them? There is ho question financial stability is
of chief concern to the Fed and the rapid nature of the
selloff in December likely rattled them considerably. Are
they frightened of the potentially de-stabilising effect of a
severe market correction? Whilst today represents a very
different environment to that of 1929, the collapse in
aggregate demand that resulted from the stock market
crash is nonetheless something that should not be
ignored.
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3. Market Psychology - Signalling Effect

Given the scale of post crisis monetary intervention, it is
possible in our view that the signalling impact of the yield
curve has been distorted. Nonetheless, the extent of the
yield curve flattening in recent months has surprised many.
We believe the Fed's most recent about-turn has created
an additional element of fear and uncertainty in the bond
market which has amplified the downward pressure on
yields. It is not surprising therefore that the Fed have come
out strongly to allay recessionary fears. Whilst it can be
argued that current economic data does not justify the
sharp correction in bond yields, that does not mean that

the bond market has got the long term growth story wrong.
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5. Functioning of Capital Markets

After 9 years of endless market interference from central
banks, is it possible that markets can no longer function
efficiently? The selloff in December, followed by the swift
rally in January and February is the most recent example of
erratic market behaviour. While the recent collapse in bond
yields would suggest a heightened risk of recession,

current pricing of risk assets is telling a very different story.
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Debt Deflation 6. Where to Next:
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elevated now than at any time since 2008. Of greatest
4 concern is the lack of options at policy makers' disposal
, when a recession does eventually arrive. On the face of it
the world appears to be walking straight into
Japanification - zero rates indefinitely. Critically however,

there are no historical examples of zero/negative rates or

0 financial repression that have successfully created a
05 1 sustainable reflation. Certainly not one that didn't end in a
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term how much more does current monetary policy have

e | /S BBB Avg OAS (in %, right axis)

to give? For risk assets, financial conditions can remain

loose in the short term which could be supportive.
However this cannot continue indefinitely absent a 0

turnaround in growth/corporate profitability. Herein lies 2

[p%]

the problem for risk assets from our perspective - longer

term, we simply do not believe a sustained global

reflationWillbeforthcoming. EL%LE_Lé_L¢LD¢EEEZZEEEEEI:::::::E
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. Risk Assets vs Treasury Yields . . _
- The correlation between global bond vyields and risk
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assets (as evidenced by credit spreads in the chart
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4 12 opposite) has been firmly negative for a long time. Based
3 ;0 on this historic relationship, it is unlikely that risk assets
, i and bond vyields can trend in opposite directions
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7. A Word on Reflation
The stimulus recently announced by the Chinese

Sk China Credit Flow: Total Social Finance Growth S5 government to counteract economic weakness is very

== Monthly TSF Growth % GDP {12 Sum) [RHS] much in the mode of stabilisation rather than
7% 45%
expansion. Deficit spending is set to increase by just

o o 0.2% of GDP and the theme of stabilisation is
S de prominent throughout the Government Work Report.
4% 30%  China's Total Social Financing is targeted to grow in
3% _ 255  line with GDP. The amount of leverage in the system in
2o, M * E.! I |||‘ .. 2o China means that credit fuelled expansion is no longer
- ‘ ‘ | '._Ti-| 1 o O viable option with stable debt dynamics as an
- ti il il ... objective. GDP for 2019 is projected to be in the range
250 rgg: Tg:dazﬁ t.‘:E:rl.s,Egat Eﬂ?‘ﬁﬂﬁ H;ﬂs _ FT E;lmﬂ 13 14 15 16 Em.-j.ﬁ-.n;-jfﬁs o of 6-6.5%, a slower rate of expansion than 2018's 6.6%.

Global M1 Growth (adv by 9 months) vs Industrial Similarly, the Feds recent decision to end the
Lo Production 4 reduction in the size of its balance sheet later this year,
. End 3 is not going to add fresh stimulus to the US economy.

b ;ede 2 This policy change serves to help end a tightening of
: Fed financial conditions rather than introduce looser
v . ' conditions. The combined policy changes of the
H 0 Chinese government and the Fed may lend some
9 F support to economic conditions but are unlikely to
7 ) deliver the kind of reflationary stimulus that the
et / g s 2 markets seem to be expecting.
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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
management company of Rubrics Global UCITS Funds Plc is Carne Global Fund Managers (Ireland)
Limited (the "Management Company”). The Management Company is a private limited company,
incorporated in Ireland on 16 August, 2013 under registration number 377914. The investment manager
of Rubrics Global UCITS Funds Plc is Rubrics Asset Management (Ireland) Limited (the "Investment
Manager®). The Investment Manager is a private company registered in Ireland (reference
number:613956) and regulated by the Central Bank of Ireland in the conduct of financial services
(reference number:C173854). Details about the extent of its authorisation and regulation is available on
request. Data Source: © 2016 Morningstar. All Rights Reserved. The information contained herein: (1) is
proprietary to Morningstar and/or its content providers; (2) may not be copied or distributed; and (3) is
not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are
responsible for any damages or losses arising from any use of this information. www.morningstar.co.uk.

For South African investors: In the Republic of South Africa this fund is registered with the Financial
Sector Conduct Authority and may be distributed to members of the public. In addition to the other
information and warnings in this document, the Financial Sector Conduct Authority 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.

Additional Information for Switzerland: The prospectus and the Key Investor Information Documen
Switzerland, the articles of association, the annual and semi-annual report in French, and further
information can be obtained free of charge from the representative in Switzerland: Carnegie Fu
Services S.A., 11, rue du Genéral-Dufour, CH-1204 Geneva, Switzerland, tel.; + 41 22 7051178, fax;
7051179, web: www.carnegie-fund-services.ch. The Swiss paying agent is: Banque Cantonale
Geneve, 17, quai de llle, CH-1204 Geneva. The last share prices can be found on www.f
For the shares of the Funds distributed to non-qualified investors in and from Switze
shares of the Funds distributed to qualified investors in Switzerland, the place of g
Geneva.
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