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Macro Overview

UK - Damaging Domestic and International Dynamics

Fixed Income Macro View
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Rubrics Fixed Income Macro View

Summary

14th January 2025

Lack of Investment and Policy Failures have beset the UK economy since the Global Financial Crisis.
The new government seems no more adept at dealing with these challenges than the previous one - the

markets don’t seem to be buying their solution any more than they were the last leadership.

Global Factors are also responsible for the current predicament. The UK is not alone in facing a raft of
significant challenges.

45 Cumulative Yield Changes - 30 Year +430 bps Services CPI Comparison
. 8
4 LizTruss 0
y
3 6 7
2.5 5
2 4
1.5 /
: g 3
1 ' Fed Cuts
2
0.5 —UK Gilt 30 yr US Treasury 30 yr ===French OAT 30 yr ==K Services CPI US Services CPI ===Eurozone Services CPI
D 1
0
0.5 0
v Q,‘L P A (19/ A I L ) qy o o o qy o 05,;\ Qrib v qu, g(p, Qv qgl, ({/b > q;b qq:b 0 ‘b qy qy ,1} qu 2
S(b(\ @’b @fb* 5\) %Q,Q éo 5rz,(\ @fb @fb\\ 5\) %@Q éo 5@(\ @’b ®®A 5\) (.OQ,Q éo Ser OQ; QQ’ ?Q N ?’0 O Q <<Q; ?Q 50 ?’0 O 0 <<® ?Q 5\5 ?’0 Oc"

Source: Bloomberg as at 14/01/25

Structural Problem = Lack of Investment

Source: Bloomberg as at 31/12/24

Over the last week many market participants are once again asking tough questions about the financial health
of the UK economy. While the challenges are in part unique to the UK, there are elements of the malaise that
are evident globally, be it in Europe, Asia or even the US. Taking the UK situation first, while we endlessly
hear the same points being made by politicians about the need for growth and productivity in the economy,
they appear incapable of figuring out a way of delivering it. One clear reason for this is the lack of investment
in the economy, both private and public. This has been borne out in declining productivity and has
undoubtedly played into the strong inflationary pressures that have impacted the economy since late 2021.

Labour shortages, most acutely felt during 2022, have also played a role in creating elevated wage pressures
relative to other developed market peers.
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Structural Problem — Previous Policy Errors (ZIRP and QE)

The second (less talked about) reason is the actions of the BoE since 2008. The prolonged period of zero
interest rates and QE gave successive governments a ‘get out of jail free card’ allowing them to accumulate
cheap debt without addressing the underlying structural problems of the economy. Under this environment
nobody was incentivised to make good policy choices with politicians focused instead on populist rhetoric.
Nevertheless, for much of this period all was well with the world, asset prices were rising (including house
prices) and the cost of the ever-increasing debt load was manageable. That was until the pandemic struck. The

sheer scale of the global response to COVID and the inflation that resulted has now laid bare a decade plus of
poor policy choices.

BoE Policy 2007 - 2025
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Structural Problem — External Funding Reliance

Recent market concerns were centred around the recent budget which gave no hint of forthcoming growth or of
a government that has any understanding of how to achieve it. While it was unfunded tax cuts that did for Liz
Truss in 2022, the unexpected increase in taxes for business employers really drew the ire of the markets this
time around. The lesson here is there are no longer any easy solutions, particularly for an economy with the

UK'’s reliance on foreign funding of its debt. Any policy mis-steps are magnified. Prevention is better than cure

they say, however that ship has sailed with the current government left with only difficult choices.
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Global Factors

The UK is not in a dissimilar position to most other developed economies. In France we are seeming one
government fall after another due to their inability to get a budget passed within (current) EU guidelines.
French bond spreads widened past Greece’s not so long again, a startling vote of no-confidence, while the
Euro has even been underperforming the GBP. The US, home of the global reserve currency is probably the
epicentre of today’s bond market concerns. US treasury yields have risen considerably since the Fed’s rate
cuts in Sep ‘24, the first time this has happened since 1981. The market, in the short-term at least, has
seemingly rejected the Fed’s attempt at engineering a soft landing via pre-emptive rate cuts. This should not
be surprising given the US is in the midst of the largest pro-cyclical fiscal spend on record - a policy that is
also evident in other economies across the developed world and a major factor in keeping upward pressure

on bond yields globally.

The Global Fiscal Put
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Forthcoming Respite?

Despite this higher for longer narrative, there should be a limit to how high yields can go. For one, the rising
USD is putting significant strain on global trade, and if unchecked can act as a serious drain on global
liquidity. This type of environment has tended not to be so good for risk assets and can give global bond
markets some much needed respite. Given how elevated many financial asset valuations are at present, the
risks of a major correction continue to grow, either through failure to meet lofty earning expectations or simply
because a growing cohort of an aging population decide they want to sleep at night and earn 5% in bonds vs

an overvalued equity market.
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Tough Policy Choices

The UK is certainly not alone in seeing a discernible rise in populism. A decade plus of policy short-termism
has resulted in economic outcomes that are simply not working for an ever-increasing cohort of the
population. Rising inequality, falling productivity, increasing monopolisation and widespread ‘zombification’
are perhaps most prevalent in the US but are evident in most of the developed world. Bloated fiscal deficits
and record high asset prices leave most economies severely restricted in what levers they can pull particularly
when (not if) the next recession hits. Markets are betting on a continuation of the current policy mix (witness
the price of gold) with little or no economic or market turbulence factored in. However, in the event that this
goldilocks scenario doesn'’t in fact come to fruition, policy makers may be forced into the unfamiliar position of

focusing on real investment in productive assets (not crypto currencies).
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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 (“K/IDs”) 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 Universal-Investment Ireland Fund Management Limited (the “Management Company”).The
iInvestment 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: © 2020 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 Géneral-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 Geneve,
17, quai de l'lle, 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. Universal-Investment
Ireland Fund Management Limited reserves the right to terminate the arrangements made for the marketing
of this product in any EEA jurisdiction in accordance with the UCITS Directive.

RUBRICS


http://www.rubricsam.com/
http://www.morningstar.co.uk/
http://www.carnegie-fund-services.ch/
http://www.fundinfo.com/

	Slide 1
	Slide 2
	Slide 3
	Slide 4
	Slide 5
	Slide 6

