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Introduction
Has central bank interference in capital markets gone too far? Thursday’s announced extension to the Fed’s corporate bond
purchasing programme to include fallen angels and high yield ETFs marks a truly astonishing development. Perhaps even
calling into question the role of capital markets within the economy itself.

Interference
Throughout this crisis many have asked whether the continued economic shutdown is a price worth paying to fight the virus. It
represents a trade-off between saving lives and health services today and prolonged economic hardship tomorrow. As difficult
a question as it may be, it can in some way be quantified. The impact of central banks’ interference with the operation of
capital markets on the other hand is a far more nuanced issue. The real economy needs significant support and fast. The
capital markets need to know that there is adequate liquidity to operate with some degree of efficiency and stability. However,
when do we know when central banks have crossed that line from market support to market manipulation, and who decides

who wins and who loses? Who even controls the process when the lines between the treasury and central banks have
become so blurred? When we see US Hedge Funds looking to tap into the Paycheck Protection Programme, notwithstanding
the fact that the Fed is already lending enormous support to their over-leveraged portfolios, we do have to question what
dimension we are living in!

Power
Much as Trump has done in claiming “total” authority in deciding how and when to re-open the US economy (is this really
true?) Jerome Powell has also highlighted the absolute power at the Fed’s disposal in asserting they “won’t run out of
ammunition” in providing liquidity to the market. Liquidity or support for asset prices? It was interesting to note that Thursday’s
Fed announcement coincided with the horrendous jobless claims release. Remarkably it was only a week ago that the exhead of the New York Federal Reserve William Dudley claimed that the Fed would never buy high yield bonds, that such an
act would be supporting businesses that had previously acted irresponsibly. And yet here we are. Morgan Stanley and JP
Morgan reacted swiftly to hail the decisive actions of the Fed with forecasts in for new all-time highs by Q1 2021. However this
positive view was far from universal, with many questioning the Fed’s latest policy.

Bad Bail-Outs
The Fed has a history of jumping from one rescue package to the next creating ever-growing boom-bust cycles. This time
around, they claim that no one is to blame, just the virus, hence there are no limits to what they can do, no line they cannot
cross in supporting the economy and asset prices. We would argue however that the Fed themselves have played a central
role in creating a financial market that was very susceptible to external shock. In attempting to remedy the situation, the
problem lies in the fact that the Fed has a much greater chance of supporting the markets than the economy directly due to the
difficulties in providing immediate financing to small businesses. This will not sit well with much of the onlooking populace, no
longer wealthy enough to own assets due to the increased inequality created by previous Fed policies. Bailing out the “bad
actors” from this cycle is probably going to play even worse with the public than the bailing out of Wall Street in 2008. We have
already seen heavy criticism of the airlines looking for bailouts in spite of the wasted billions on share buyback programmes
(many of which were in essence underwritten by the Fed in the first place).
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More Debt
The problems for the Fed are manifold. The real economy has had to come to a complete stop. The dichotomy between
financial markets and the real economy at the end of January 2020 was perhaps as large as it had ever been - however
critical in the “Fed’s eyes” was the need to ensure consumer sentiment and spending stayed strong. When the economy
began shutting down the financial markets cratered in part due to the fractured structure of the financial markets (thanks to
12 years of central bank interference and backstopping). The Fed did what they had to do and provided the necessary
liquidity to restore order to the markets. Everybody we have spoken to agree this was a job well done by the global central
banking community. The underlying problem is that in the long run asset prices will once again reflect economic reality.
That reality is that business who borrowed billions to buy back their own stocks will have even more debt post this crisis
with even more elevated asset prices. A situation which cannot continue indefinitely. The central banks openly admitted

only six months ago that they were out of effective monetary tools - so what we are seeing today are blunt instruments.
Liquidity in name, debt by nature. When the Fed adds liquidity to the markets in most cases all they are doing is adding
debt. Markets buying assets with surging debt levels and cratering revenues will last only so long. Having just witnessed
the swiftest bear market in history, we would caution against investors rushing to front run the Fed and buy into overleveraged businesses.

Fine Line
No doubt this is a very fine line for the Fed. They need to support the real economy and support income for the
quarantined and operating cash flow for businesses, all of which is necessary and critical. Governments will need to
provide most of this through the help of central bank purchases of government bonds. Liquidity for the markets is also
essential. However in buying High Yield ETFs we believe they have crossed the line. A wave of fallen angels can for sure
disrupt the high yield market, however many of these companies had already begun the re-pricing process – and that was
for a reason. It is worth remembering that companies had been issuing debt prior to this announcement, even in the high
yield space, leading us to question how necessary this latest round of measures really were. Maybe if the Fed had not
given the markets licence to ignore reality, corporate balance sheets would have been in better shape coming into this
crisis. Perhaps the companies that acted responsibly over the last cycle could adapt to their changing environment and be
rewarded without having their margins cut by zombie competitors relying on zero cost Fed Funding. Maybe, just maybe,
businesses would have been much more productive - Boeing could still build planes that stay in the air and GE could make
light bulbs.

Ultimately, economic reality will always get the better of the Fed. We are currently facing challenges which can be
potentially worse than those of the Great Depression. Whitewashing the role the Fed played in building an unstable market
based around QE programmes at the expense of economic productivity has left us in a much worse situation than we
needed to be in. With economic uncertainty at unprecedented levels, it is difficult to know where that fine line lies. However
my gut tells me the Fed have just crossed it. To increase the ability for something approaching a v-shaped recovery, the
less “bad actors” we have the better.
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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.

