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America’s Next Nixon/Burns

A sitting President leaning on a compliant Fed Chair is not unprecedented in US
history. One of the most infamous examples involved Nixon pressuring Fed Chair
Arthur Burns to cut interest rates ahead of the 1972 election. It would be fair to
say that did not end well. Though today’s environment does not exactly mirror
that of the 1970s - Powell is yet to ‘bend the knee’ to Trump - the growing
influence of Treasury Secretary Scott Bessent and his willingness to openly call
for lower rates has distinct echoes. Indeed, it was he who mooted the idea of
nominating a ‘Shadow Fed Chair’ ahead of Powell’s cessation next year. Far from

acting as a counterweight to Trump’s impetuousness — Bessent appears fully

bought in.
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The cost of abandoning a credible commitment to price stability is immense. If
markets begin to believe that inflation control is subordinate to political
expediency, long-term borrowing costs could surge. This would ripple across
global markets risking a confidence shock that could require a Volcker-style

intervention — something that would not spare even the wealthiest Americans.
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Is the ‘Shadow Fed’ Right to Call for Rate Cuts?

Bessent’s recent claim that ‘by any model’ the Fed Funds rate should be 150 to

175 bps lower doesn’t pass the eye test. Indeed, one of the best-known interest

rate models - the Taylor Rule - suggests the Funds rate should be approximately

150 bps higher. The discernible pickup in a broad range of inflationary data points

throws additional water on the suggestion that getting rates down fast is a ‘no

brainer’. Notwithstanding the Trump’s histrionics, cutting into an inflationary

environment might well do more harm than good.
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Stagflation - Services PMI
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The Problem with Cutting Now - Vigilantes

There is a strong sense of déja vu to the idea of the Fed re-initiating their cutting
cycle. Post 2022 there have been several ‘false dawns’ involving multiple rate
cuts being priced into the curve, only to be priced out almost as swiftly. What
makes today’s environment more challenging is the fact that inflation
expectations have begun detaching themselves from interest rates — amplifying
the risk of a Fed mistake if they act too aggressively. This, it should be
remembered, is against a backdrop of record Bill issuance desighed to take
pressure off the long end of the curve which has struggled in recent auctions. The

lesson from history is clear - do not ighore the bond market.
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The Problem with Cutting Now - Asset Bubbles

By many metrics market valuations appear increasingly stretched with
concentration at unparalleled levels. Considering this, the reignition of an
aggressive cutting cycle risks fuelling a further melt-up in financial assets, (the
bigger the bubble......) while the return of SPACs highlights the risks around
speculative investment. The fact that credit spreads have also priced in an
extremely benigh economic outcome - despite sighs of growing distress in
private markets - is yet further evidence of the widespread complacency in

financial markets.
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Long Term Plan — Get Real Rates Down

Notwithstanding the logic for caution on cutting rates in the short term, there are
several signhs the economy is slowing. Most tellingly both the jobs market and the
consumer are showing signs of a slowdown. In addition, and arguably of greater
concern to the Trump administration, the $1.6trln of new debt issuance required
between now and year end! (a significant increase on April estimates) could
certainly do with lower interest rates. Longer term, the only way to sustain
current levels of debt is to get real rates as low as is feasibly possible (preferably
via lowering interest rates not financial repression). The longer real rates stay
positive — the greater the likelihood of a major economic contraction.
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Financial Conditions vs Real Rates
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What Needs to Happen

Scott Bessent noted at the start of his tenure as Treasury Secretary that the
important variable for the administration to watch was the 10-year Treasury
yield, not the Fed Funds rate. If this were truly the focus of the administration,
they would support the decision to hold off cutting rates for now which could
ultimately stop the (self-induced) inflationary problems from escalating. Might
this risk bringing forward a recession? Possibly, but it might also allow scope for
further cuts down the line. Nobody, least of all Trump, should want a re-run of the

1970s, particularly with deficits at current levels.
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However Trump is Trump and he is surrounded by a cabinet with a similarly
short-term mindset. If he can get his way, he will. In the short term though, this is
far from a fait accompli and the power at the Fed does not (yet) reside in the
hands of the Administration. A lot can happen between now and the time Powell
steps down - the economy may be in a different place by May 2026. Perhaps

letting nature take its course might just be the best solution of all.
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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 (“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 Universal-Investment Ireland Fund

Management Limited (the “Management Company”).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: © 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; foreigh 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 Genéve, 17, quai de U’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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