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Market Volatility – Policy Response  



Central Banking

Every market top is almost always associated with some great sound bites. In 1929, one of America genuinely great

economists Irving Fisher famously predicted that stock prices had "reached what looks like a permanently high plateau –

his reputation never recovered. In late 2007 Citigroup’s Chuck Prince told a reporter “as long as the music is playing,

you’ve got to get up and dance” – the music had already stopped. Just a few short weeks ago Ray Dalio proclaimed that

“cash is trash”. The expression that was born out of the recent market rally that most incapsulated the times for me was

FOMO – “fear of missing out”. As with the 2008 crisis Central Banks have their figure prints all over the dislocation the

capital markets are going to face in the coming months.

I am of course not suggesting that central banks are at all responsible for the Covid-19 virus or the oil price war set out by

Saudi Arabia and Russia. What I am saying is that by trying to manage every ebb and flow of the economy over the last

decade with increasingly intrusive and ineffective policy moves, they have encouraged investor behaviour which was

reckless at best, irresponsible at worst. We have just hit another iceberg, we are starting to take on some serious amounts

of water and we don’t seem to have nearly enough life boats left – many of them have been thrown overboard needlessly

without any real hope of achieving a solution.

Government policies post 2008 in no way helped address the structural changes affecting the global economy. A lot of

monetary firepower was wasted because of poor and ill-advised government policies. It must be said central banks for the

most part allowed this reckless behaviour by facilitating it. Their monetary approach meant ultimately more inequality

which in turn meant worse political outcomes. Every time I heard US Senators tell the Federal Reserve governors, you’re

the “only game in town” my heart sank – why didn’t anyone at the central banks explain to the politicians they were the

“only game in town”.

What should not be underestimated today however is that central banks have the power to add ample liquidity to the

markets. This is what central banking was designed to do. This is exactly why JP Morgan demanded the reopening over

the US central bank post the 1907 Knickerbocker Crisis. During that episode, the New York banking system collapsed due

to the failure of the Knickerbocker bank. Ultimately JP Morgan bluffed the market by purporting to enough cash to hold the

system together (he didn’t), it worked, and confidence eventually recovered. JP Morgan understood why we needed

central banks as the whole banking system stared into the abyss. Central banks in times of crises such as these have the

ability to flood the market with cash - and that is exactly what they have started to do now. They cannot turn poor

businesses into good ones, but they can provide the liquidity required to keep these businesses going – it’s then up to the

market to decide the value of these businesses or indeed if they are needed at all.
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Market Reaction to Policy Intervention

Why has the reaction to central banks been so muted so far? There are several reasons for this.

• Monetary policy is poor at dealing with supply side shocks – lowering interest rates can’t get people back to work

during a pandemic

• Central bank announcements have thus far been presented in an uncoordinated manner

• Each emergency announcement communicates more about the challenges we face than the solutions they are

presenting

• Concerns that central banks have inadequate firepower with rates already at rock bottom

• Each announcement serves as yet another reminder that what is really required is large scale fiscal intervention

• Money printing will not stop the spread of the virus and its hit on the broader economy

• The dramatic unwinding of specific investment strategies like risk-parity and passives

• Central bank policy cannot increase banks’ capacity to provide two-way pricing in the post GFC regulatory world

The list could go on but the overriding feeling with market commentators is that central bank policy is failing and in many

ways it is. One could argue right now it is adding more fear than reassurance. This we understand. However, over the next

10 days trillions of dollars will come flooding into the markets. This won’t change the economic impact of the virus which

will be considerable, potentially more severe than 2008, but the panic or “dash for cash” should start to subside. This does

not mean we will not see a continuation in the liquidation of certain risk from portfolios. As volatility subsides, we can get

better price transparency, and tighter bid-offer spreads and two-way trading activity. This does not mean we have hit the

bottom in the markets, but better-quality assets should start to outperform over leverage business models.

The Covid-19 problem will be with us for a while to come. The increased urgency we are seeing from politicians over the

weekend, even from the White House, bodes well. Drastic measures taken might look difficult now but in the long run will

be well worth it. It is clear from “Sky News” the UK government will have to change course soon and take some control

back of the situation. We fully expect some of the news flow out of the US and UK over the coming week will worsen and

increasingly resemble what we have been seeing in Italy. Financial markets are preparing for this and are currently pricing

in some dire outcomes. On the positive side buying the bottom always makes a lot more sense to me than buying the top.
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Emergency Federal Reserve Actions – Sunday March 15th

On Sunday 15th March the Federal Reserve released an unscheduled FOMC statement to address the economic impact

of the coronavirus pandemic.

• The FOMC lowered the target rate for Fed funds to 0.00%-0.25%, a cut of 100bp.

• The FOMC intends to maintain this Fed funds target range until the economy has weathered the impact of the coronavirus and is on

track to achieve its maximum employment and price stability goals.

• To support the smooth functioning of markets for treasuries and mortgage-backed securities, the FOMC will increase its holdings of

treasuries by at least $500bn and mortgage-back securities by at least $200bn over the coming months.

• The Federal Reserve had already expanded its overnight and term repo operations.

The Federal Reserve has taken a number of additional actions to support the flow of credit to households and businesses:

• The use of the discount window to meet liquidity requirements is being encouraged. The Federal Reserve has lowered the primary

credit rate by 150bp to 0.25%, incorporating the 100bp Fed fund cut and a 50bp reduction in the additional cost of the primary credit

rate.

• The period for which banks can borrow from the discount window has been extended to 90 days.

• The Federal Reserve is encouraging banks to use intraday credit extended by the Federal Reserve.

• The Federal Reserve is encouraging banks to use their capital and liquidity buffers to support lending to households and

businesses.

• The Federal Reserve has reduced reserve requirements to zero percent from the next reserve maintenance period.

There has also been coordinated central bank action to support USD liquidity provision.

• Six central banks (The Bank of Canada, the Bank of England, the Bank of Japan, the European Central Bank, the Federal Reserve,

and the Swiss National Bank) have announced a lowering of the price of standing USD liquidity swaps by 25bp, meaning the new

rate will be OIS+25bp.

• New USD liquidity operations with an 84-day maturity will be offered in addition to the current 1-week maturity operations.

As a result of the above we have seen an easing in liquidity conditions over the past couple of days. Following on 
from what we mentioned in our piece on Friday, dealers submitted only $18.45BN in securities to today's massive 
repo operation, down from $24.1BN on Friday, suggesting that the liquidity clogs may be easing somewhat, allied to
the easing of conditions in the USD interbank funding market.
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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. Rubrics
Asset Management (UK) Limited is an appointed representative of Laven Advisors LLP, which is authorised
and regulated by the Financial Conduct Authority of the United Kingdom (Reference number: 447282). Laven
Advisors LLP is not authorised to promote products to retail clients, all communications originating from either
Laven Advisors LLP or Rubrics Asset Management (UK) Limited is therefore intended for professionals and
eligible counterparties only. 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 Documents for
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 Fund Services S.A., 11, rue
du Général-Dufour, CH-1204 Geneva, Switzerland, tel.: + 41 22 7051178, fax: + 41 22 7051179, web:
www.carnegie-fund-services.ch. The Swiss paying agent is: Banque Cantonale de Genève, 17, quai de l’Ile,
CH-1204 Geneva. The last share prices can be found on www.fundinfo.com. For the shares of the Funds
distributed to non-qualified investors in and from Switzerland and for the shares of the Funds distributed to
qualified investors in Switzerland, the place of performance is Geneva.
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