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Germany’s Fiscal Announcements: Debt Dynamics Remain Bestin Class

The European bond market saw a significant repricing on Wednesday, 5th March, largely driven by
Germany’s fiscal policy shift. Chancellor Mertz, known for his fiscal conservatism, surprised markets
with a proposal to amend Germany’s debt brake—a constitutional rule established in 2009 to ensure

fiscal sustainability.

Announced is the creation of a €500bn off-budget infrastructure fund as well as a proposed change
that would see defence spending above 1% of GDP be made exempt from the country's onerous debt
brake. The move is influenced by geopolitical uncertainties, particularly the Trump administration’s
ambiguous stance on future support for Ukraine and NATO. Several European countries have also

indicated plans to increase spending, adding to market concerns about broader fiscal expansion.

German Bonds Close Worst Day Since 1990

10-year yield surges on the government's big spending plans
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Has the Market Reaction Been Overdone?

The bond market selloff was sharp and close to unprecedented, but does it reflect a true deterioration
in Germany’s debt quality? Looking at Germany’s strong fiscal position, the shock appears more
related to market positioning, underlying liquidity and the potential long-term growth implications
rather than an immediate shift in fundamental debt dynamics. Notably, inflation expectations have not

moved significantly—five-year breakevens remain below current inflation levels.

Source: Bloomberg as at 28/02/25
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Key Factors That Will Drive Bond Yields from Here
1. Policy Implementation Timeline:
- The speed and scale of these fiscal measures remain uncertain.

- The outcome of U.S.-Ukraine negotiations will be a major factor. A renewed U.S. commitment to

European security could ease near-term concerns but is unlikely to alter Europe’s strategic
direction.

2. Political Feasibility of Amending the Debt Brake:

. The amendment must pass within the next 20 days, before the new parliament convenes.

. The government needs support from the Green Party to pass in the Bundestag and will need to find

more support in the upper house. While likely, it's not guaranteed.

If the amendment fails, the debt brake will likely remain in place for the next four years, limiting

Germany’s ability to pursue large-scale fiscal expansion.

3. Near-Term Growth Remains Weak:

. While increased spending could support long-term growth, these structural shifts will take time to

iImpact the real economy.

. Short-term concerns—such as sluggish European growth—will likely regain market focus soon.

4. U.S. Trade Policy Risks:

Potential U.S. tariffs on Europe would pose a downside risk to growth.

. A quid pro quo approach—offering to buy U.S. military equipment in exchange for avoiding tariffs—

could mitigate trade tensions but reduce Europe’s own economic stimulus from defence spending.

5. German Bund Real Yields at 13-Year Highs:
. Therealyield on 10-year Bunds is around 75bps, a level last seenin 2011.
. If realyields continue rising, growth expectations could start to weaken further.

. Spiking bond yields in a significant leveraging exercise can become problematic and ultimately act

as a handbrake on how much expenditure can be undertaken.
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Bottom Line: Germany’s Debt Quality Remains Intact

Government Debt to GDP Ratios
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Source: Bloomberg as at 31/12/24
While Germany’s fiscal expansion warrants some repricing, its long-term debt sustainability dynamics
remain significantly better than peers. Chancellor Mertz—one of the most fiscally conservative leaders

globally—is making a measured use of Germany’s fiscal headroom for essential spending during a

period of geopolitical uncertainty.

This does not alter Bunds’ status as a premier safe-haven asset. The debt brake shift, if approved, will

have long-term implications for growth and supply, but the core strength of Germany’s debt position

remains intact.

German 10 year Inflation Linked Yield
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Source: Bloomberg as at 06/03/24
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IMPORTANT INFORMATION 6" March 2025

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.
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