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About Rubrics Asset Management

About Rubrics Asset
Management
Rubrics Asset Management provides award
winning and innovative global fixed income
funds for a wide range of Institutional, Pension
and Private Clients.
With a successful 13 year track record,
Rubrics offer a range of diversified
and actively managed funds that aim
to capture a variety of risk profiles
and return generators. Consistent
long term risk-adjusted returns are
the key objective, with the managing
of drawdowns creating superior
compounded returns over time. To
achieve this, Rubrics have developed
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a number of strategies based around
a multi-factor, risk budgeting process.
Combined expertise and experience in
specific areas has enabled a blended
product offering that operates within
a set of diverse risk and return
characteristics. The team encourage
open dialogue with all our clients, with full
transparency and manager access being
core components of the product offering.

Introduction

Introduction
The ongoing economic crisis that has gripped
the global economy since 2008 has created
an unstable political environment. The impact
of this on future monetary policy and financial
markets could be considerable.
As of today, the ECB is printing €18 for
every €1 of actual GDP growth created.
Savers are required to pay for having
cash on deposit and some €14trln of
European debt securities are trading at
negative yields. For sure, the fabric of
our economic system is being stretched,
yet many on Wall St and elsewhere seem
oblivious to the economic and social
realities confronting them.
The global economy has been presented
with similar challenges in the past. As
history suggests, a debt crisis can often
trigger economic and social unrest which
eventually leads to political upheaval.
Past experience has shown there are no
easy solutions. The overarching policy
response in the wake of the Global
Financial Crisis – our most recent
reference point – has been unfettered
support of capital markets. This it was
hoped would generate a ‘trickle down’
effect on the real economy, and at the
same time allow continued government
spending through the underwriting

of fiscal deficits. The music has kept
playing, for now at least.
Attitudes to central bankers and
monetary policy however are changing.
Many, including those in the political
sphere are now questioning the value
of excessively easy monetary policy. As
politics plays an ever increasing role in
shaping the global response to economic
challenges, so it will have a significant
impact on how the capital markets will
be used to support the real economy in
the future.
For investment professionals these
developments will need to be closely
monitored. Recent central bank policies
of Quantitative Easing (QE), zero and
negative interest rates will shift as the
tone of the political debate evolves.
The outcome is uncertain. Portfolio
construction and active asset allocation
will become increasingly important as
asset prices continue to come under
pressure from political change.
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The Origin of the Crisis

The Origin of the
Crisis – Structural
Imbalances
Current fixed fiat money regimes have no
in-built stabilisers.

This has resulted in the accumulation
of trade and savings imbalances over
time causing a series of challenges
for the global economy. Of greatest
concern is the proliferation of current
account and debt imbalances between
debtor and creditor nations. A situation
facilitated by the absence of an inherent
self-correcting mechanism, leading
ultimately to a fully-fledged debt crisis.
Additionally, the development of new
technologies, financial innovation
and even fraud play a major role in
determining the scale and the depth of
a debt crisis. The creation of the 2008
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‘Great Recession’ followed a very similar
pattern to many that have gone before
as it has in the aftermath.
Traditionally, a debt crises turns rapidly
into economic crisis. As they tend to
be more severe and prolonged than
other crises, social disharmony often
develops. Eight years (almost to the day)
from the beginning of the last crisis,
we are entering the last phase, political
instability. There remains much that
can be done, however, the more extreme
the political posturing becomes the
more difficult it will be to achieve a
positive outcome.

The Origin of the Crisis

Debt Crisis
·· US – subrime mortgage crisis, student/auto loans
·· Europe – Europe’s periphery
·· China -$23trln in additional debt since 2008

Economic Crisis
·· Global – trade deterioration, currency wars
·· Developed Market – wage deflation/inflation in
cost of living
·· Emerging Market – balance of payments crises,
fiscal mismanagement

Traditionally,
a debt crises
turns rapidly into
economic crisis

·· Monetary – zero/negative interest rates, liquidity
preference theory

Social Crisis
·· Social partnership breakdown – housing, health and
pension crisis
·· Inequality acceleration
·· Social mobility decline
·· Social discord surge – US, UK, France, Middle East

Political Crisis
·· Rise of nationalism
·· Rejection of globalisation
·· Increased protectionism – trade barriers,
currency debasement
·· Corporate and political conflict
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Debt Crisis

Debt Crisis
‘Debt is future consumption denied’
Eugen von Bohm-Bawerk
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Debt Crisis

United States Total Debt vs GDP
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GDP (AR): United States

Key elements in the facilitation of this
(or any) debt crisis

2010

Since 1971 credit
has been the
dominant driver
of developed
market growth

·· Excessively easy monetary
policy – underpinned by flawed
economic modelling
·· Loose regulatory environment –
investment banks’ exploitation of post
Glass Steagall marketplace

·· Failure to act – at either a political or
regulatory level
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Economic Crisis

Economic Crisis
An appraisal of loose monetary policy from the
Fed themselves

Ultra-Easy Monetary Policy and the
Law of Unintended Consequences –
William R White, August 2012
“The conclusion is that there are limits to
what central banks can do. One reason for
believing this is that monetary stimulus,
operating through traditional (“flow”)
channels, might now be less effective
in stimulating aggregate demand than
previously. Further, cumulative (“stock”)
effects provide negative feedback
mechanisms that over time also weaken
both supply and demand. It is also the
case that ultra-easy monetary policies
can eventually threaten the health of
financial institutions and the functioning
of financial markets, threaten the
“independence” of central banks, and
can encourage imprudent behavior on
the part of governments. None of these
unintended consequences is desirable.
Since monetary policy is not “a free
lunch”, governments must therefore use
much more vigorously the policy levers
they still control to support strong,
sustainable and balanced growth at the
global level.”
Current Federal Reserve Policy Under
the Lens of Economic History: A
Review Essay, July 2015
In a white paper dissecting the U.S.
central bank’s actions to stem the
financial crisis in 2008 and 2009,
Stephen D. Williamson, vice president of
the St. Louis Fed, finds fault with three
key policy tenets.
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Specifically, he believes the zero interest
rates in place since 2008 that were
designed to spark good inflation actually
have resulted in just the opposite. And
he believes the “forward guidance”
the Fed has used to communicate its
intentions has instead been a muddle
of broken vows that has served only to
confuse investors. Finally, he asserts
that quantitative easing, or the monthly
debt purchases that swelled the Fed’s
balance sheet past the $4.5 trillion
mark, have at best a tenuous link to
actual economic improvements.
Gauging the Ability of the FOMC
to Respond to Future Recessions,
June 2016
“The volume of asset purchases needed
to make up for the ELB constraint has
now expanded to $4 trillion—even more
than the $3.5 trillion purchased by the
FOMC between late 2008 and mid2014. Of course, policymakers in this
situation might instead opt to economize
on additional asset purchases by also
adopting an even more aggressive lowerfor-longer funds rate policy.”

Economic Crisis

‘Contrary to most experts – including Bernanke
– the more aggressive the Fed’s policies are, the
worse the economy is going to be. If all that is
required to revive the economy is pushing more
money, then all third-world economies would be
very wealthy by now.’
Frank Shostak, Austrian Economist

Central Bank interference has caused
major disruptions to the natural evolution
of business cycles. This has over time
Peak

Trough

August – 29
May – 37
November – 48
July – 53
August – 57
April – 60
December – 69
November – 73
January – 80
July – 81
July – 90
March – 01
07-Dec

obstructed the ability of the economy
to heal itself naturally.

Stimulus as a % of GDP

Length
(months)

Decline in real
GDP

Monetary

Fiscal

Combined

43
13
11
10
8
10
11
16
6
16
8
8
15

27.00%
3.40%
1.70%
2.70%
3.20%
1.00%
0.20%
3.10%
2.20%
2.60%
1.30%
0.20%
1.80%

3.40%
0.00%
-2.20%
0.00%
0.00%
0.70%
0.30%
0.90%
0.40%
0.30%
1.00%
1.30%
18.00%

4.90%
2.20%
5.50%
-1.40%
3.20%
1.00%
2.40%
3.10%
1.10%
3.50%
1.80%
5.90%
11.90%

8.30%
2.20%
3.30%
-1.40%
3.20%
1.70%
2.70%
4.00%
1.50%
3.80%
2.80%
7.20%
29.90%

March – 33
June – 38
November – 49
May – 54
April – 58
February – 61
November – 70
March – 75
July – 80
November – 82
March – 91
November – 01

Source: Grant’s Interest Rate Observer

REBASED TO BEGINNING OF RECESSION

US employment during and after recessions
102
78 Months
Post Recession

100

98

96

94

92
M3

1953

1957

M8

1960

M13

M18

1969

M23

1974

M28

1980

M33

1981

M38

M43

1990

M48

2001

M53

2007

M58

M63

M68

M73

M78

Source: Thomson Reuters Datastream

Evaluating Monetary Policy Developing Risks, Potential Outcomes & Political Fallout

11

Economic Crisis

Quantitative Easing Goals, Objectives and Outcomes
Stated Aims

Unstated Aims

·· Maintain banking system
liquidity (QE1)

·· Monetise fiscal deficits
·· Provide additional easy credit for
the economy

·· Add additional monetary stimulus at
zero interest rates, increase inflation
expectations (QE2)

·· Reduce the overall cost of finance for
the economy

·· Create a “wealth-effect” through asset
price bubbles (QE3)

·· Create a competitive advantage
through debasement of currency

ECB balance sheet assets vs trade weighted EUR
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Economic Crisis

Limitations

What it does not do

·· Only a finite amount of assets to buy

·· Increase the velocity of money in
the system (effectiveness of credit)

·· Capital becomes cheaper than labour

·· Provide a multiplier for growth
(ensure credit is allocated effectively)

·· Effects are short lived
·· Easing of QE similar to a rate hike

·· Encourage wealth creation
·· Increase trade, productivity,
wages or growth
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Economic Crisis

Fed balance sheet vs inflation expectations
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Negative Consequences
·· Creates a trap for central banks –
builds environment where economy
cannot cope without it
·· Asset bubbles will eventually burst

14

Rubrics Asset Management

2013

2014

2015

2016

2017

Source: Thomson Reuters Datastream

·· Cheap credit supports only
financial engineering, not a new
investment cycle
·· Destroys capitalist market function

Economic Crisis

Negative Interest Rate Goals, Objectives and Outcomes
Stated Aims

What it does not do

·· Encourage banks to lend

·· Increase the velocity of money
(effectiveness of credit in the system)

·· Encourage people not to hold cash
– stimulate spending
·· Increase inflation expectations
Unstated Aims
·· Monetise fiscal deficits
·· Reduce the cost of finance for
the economy
·· Create competitive advantage through
debasement of currency

·· Provide a multiplier for growth (ensure
credit is allocated effectively)
·· Encourage wealth creation
·· Increase trade, productivity,
wages or growth
Negative Consequences
·· Reduces the effectiveness/profitability
of financial services industry

Limitations

·· Results in pension fund liabilities rising
at a much faster rate than assets

·· Ineffective when people can hold
physical cash

·· Destroys capitalist market function
and potentially economic stability

·· Dis-incentivises governments to
act decisively
·· Makes capital cheaper than labour

·· Leads to cash being withdrawn from
the system and ultimately controlled
by governments
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Social Crisis

Social Crisis
‘An imbalance between rich and poor is the
oldest and most fatal ailment of all republics’
Plutarch

Cumulative workers added by age group
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Demographic Headwinds/Unfunded
liabilities – social partnership
breakdown
·· US government debt of $19 trln – fixed
liabilities of $122 trillion
·· Fiscal deficit of $590 bln – debt
increase of $1.4 trln in 2015/16
·· Medicare, medicaid and social security
fixed liabilities will consumer over
100% of tax revenues by 2025
Inequality – growing economic and
social divide
·· Division of wealth has become
intergenerational and is no longer
based along more traditional socioeconomic lines
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·· Upward mobility currently limited
to the top 1% – university degree
no longer sufficient in creating
opportunities
·· Youth at a distinct disadvantage in
terms of employment (record youth
unemployment in parts of Europe),
indebtedness (proliferation of student
loans in US) and home ownership
(average age of first time homebuyers
in UK of 38)
Increase in Intolerance – political
arguments become divisive
·· Blaming of immigrants for economic
woes is becoming an increasingly
prevalent phenomenon. This was
recently witnessed in the UK
with assertions from the PM that

Social Crisis

immigrants are responsible for
lowering wage levels and forcing
people out of work. This is alarming
from a social harmony perspective and
provides a throwback to the 1930s
Social Mobility Halted – collapse of the
middle class / working class

prevalent in developed markets has all
but been destroyed. Job participation
rates for working age men are the
lowest on record
·· Recent growth policies have become
zero sum – those at the top benefit at
the expense of everyone else

·· Current statistics have outlined the
decline in the middle classes in the
West. The social mobility once so

SHARE OF WEALTH HELD BY TOP 1% OF AMERICANS

A brief history of inequality
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Source: Peter H. Lindert and Jeffrey G. Williamson, Emmanuel Saez and Gabriel Zucman, Bloomberg View

Redistribution of wealth is structural, creating ever increasing inequality

Tax Payer

Lowest effective corporate
tax rates in history

Worker

Lowest effective wages
as % GDP in history

Saver

Lowest interest on
savings in history

Redistribution
of Wealth

Corporate
Stakeholders
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Political Crisis

Political Crisis
‘They took our jobs and factories; now we are
going to take them back’
Donald Trump

The very structure of our economies,
laws and policies have become
corrupted and skewed to the benefit
of the corporations at the expense of
the employee, taxpayer and saver. This
has been exacerbated by the control
exercised by various media outlets on
the electorate – e.g. the Sun’s support of
Brexit in the UK. The result of this is an
increase in populist arguments against
globalisation and increased support for
nationalist rhetoric.
Rise in Nationalism – Brexit (UKIP
policies), AfD, Le Pen
·· UK firms’ requirement to list
foreign workers
·· Criminalising of providing employment,
housing etc to illegal immigrants
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·· Sacrificing of economic security for
border security
Rejection of Globalisation
– Trump, Clinton
·· Hillary Clinton’s denial of her support
for husband Bill’s NAFTA agreement
highlights the populist move against
globalisation in western democracies –
something which is perceived to have
benefitted the emerging markets and
the top decile in the West but not the
working class
·· A reduction in global trade and an
increase in protectionism will certainly
affect global growth and opportunities

Potential Outcome

Potential Outcome
One near term solution involves a strategic shift
from monetary to expansionary fiscal policy.
The focus on asset price returns over economic
development and security is turning the
electorate against the political establishment.
In 2016 we have seen a marked increase in the
emphasis on fiscal policy.

Why fiscal now?

Will it work?

·· Complete failure of monetary policies

·· In reality, after the initial surge,
probably not. For two specific reasons.
Firstly governments are usually the
least effective allocators of capital.
Roads and bridges to nowhere are
ultimately unproductive. That said
places like the US have a very real
need for new infrastructure. Secondly
the fundamental problems lie in the
structural issues around currency
regimes and the petrodollar. Until they
are addressed any efforts on the
fiscal side will probably be condemned
to failure

·· Voters no longer satisfied with the
establishment as entitlements are
scaled back
·· Time running out before demographic
time bomb hits – growth needed
urgently as debt problems overpower
the economy
How can it happen?
·· One third of national debts to be
‘retired’ on central bank balance sheets
through active QE programmes

One third of
national debts
to be ‘retired’
on central bank
balance sheets
through active
QE programmes

·· Cost of funding deficits remains at alltime lows – the Draghi effect
·· Long term funding to be done ‘off
balance sheet‘
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Longer Term Solution

Longer Term Solution
No matter how hard Draghi prints Euros, the fixed
exchange rate system without fiscal adjustments
will beat him. A system which requires long term
internal devaluations is eventually going to fail
without fiscal and/or currency stabilisers.
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Longer Term Solution

Global reserve currencies since 1450
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Why do currency regimes end?
The simple reason is that reserve
currencies are required to provide credit
for global trade. Once they reverse their
credit creation status they can no longer
continue in the role without causing
significant global damage.
Why will the Petrodollar regime end?
Like all great regimes they destroy
themselves from within through hubris
and enormous debt. The US will need to
deflate away its significant dollar debt
bubble. US monetary policy is no longer
owned by the Fed, it is the property of
the global economy. For the US to regain
control of its economic affairs it will need
to step aside.
How will this happen?
Most likely due to the shortage of dollars
that will occur when the Fed attempts
to unwind its policies. In fact we have
already witnessed this during the 2013
‘Taper Tantrum’.
Will the Euro survive?
For the Euro to survive a fiscal union will
be required. If we do eventually reach
that point the currency will likely carry
on as the US dollar has done although
the current political climate makes this
outcome unlikely. There is plenty of

1700
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1900
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2100

political capital invested in the currency
bloc, however without any adjustment
mechanisms built into the system it will
ultimately fail. The timing of course can
never be predicted.
What will replace the Petrodollar/
Dollar reserve currency regime?
The euro or the Chinese yuan are not
suitable candidates. The creation of a
global Special Drawings Right (SDR)
based currency or an IMF centralised
style flexible global currency regime are
the alternatives most likely to succeed.
Such constructs would ideally prevent
the outbreak of future imbalances and
currency manipulation by nation states.

The simple reason
is that reserve
currencies are
required to
provide credit for
global trade

How likely is this outcome?
At the moment it appears quite a way
off however the current system is visibly
failing. Indeed a look back through
history indicates currency regimes tend
to rise and fall in a similar timeframe.
Historically a war usually occurs at the
end of each period between debtors and
creditors and looking at the geopolitical
state of the world today that might not
be an impossibility. From a ‘glass half
full’ perspective we don’t believe the
situation will go that far and sincerely
hope a sustainable solution is found
before the next crisis hits.
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Disclaimer
The information above is published solely for information purposes
and is not to be construed as a solicitation or an offer to buy or sell
any securities, or related financial instruments. It does not constitute a
personal recommendation as defined by the Financial Conduct Authority
or take into account the particular investment objectives, financial
situations or needs of individual investors. The information above is
obtained from public information and sources considered reliable.
However, the accuracy thereof cannot be guaranteed by us. This is
a marketing communication document and has not been prepared in
accordance with legal requirements designed to promote independence
of investment research and is not subject to any prohibition on dealing
ahead of the dissemination of investment research.
The information contained in this document is solely for use of those
persons to whom it is addressed and may not be reproduced, further
distributed to any other person or published, in whole or in part, for
any purpose, at any time. Shard Capital Partners or its employees
may have a position in the securities and derivatives of the companies
researched and this may impair the objectivity of this report. Shard
Capital Partners may act as principal in transactions in any relevant

securities, or provide advisory or other service to any issuer of
relevant securities or any company connected therewith.
None of Shard Capital Partners, or any of its or their directors, officers,
employees or agents accept any responsibility or liability whatsoever
for any loss however arising from any use of this document or its
contents or otherwise arising in connection therewith. The value of
the securities and the income from them may fluctuate. It should
be remembered that past performance is not a guarantee of future
performance. Investments may go down in value as well as up and you
may not get back the full amount invested. The listing requirements
for securities listed on AIM or ISDX are less demanding and trading
in them may be less liquid than main markets. If you are unsure of
the suitability of share dealing specifically for you then you should
contact an Independent Financial Adviser, authorised by the Financial
Conduct Authority. By accepting this document, you agree to be
bound by the disclaimer stated above. Further information on Shard
Capital Partner’s policy regarding potential conflicts of interest in the
context of investment research and Shard Capital Partner’s policy on
disclosure and conflicts in general are available on request.
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