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An unhealthy fixation with interest rates.

As the reaction to the US CPI print showed last week, the market has an unhealthy fixation with the
path of interest rates and the timing of likely cuts in the headline rates. For a whole generation of
investors, the current levels of interest rates are seen as unsustainably high, and inflation is too.

The period of near-zero rates post the Financial Crisis of 2008/09, led to excess borrowing, and
unprecedented levels of liquidity being pumped into the system, despite warnings at the time that
this would store up an inflationary shock in the future. However, as time wore on and inflation
appeared under control, central bankers continued to see liquidity as their cure to all evils. The
corporate world came to believe, as evidence suggested, that the system would bail them out should
they come into difficulties, and with access to cheap debt, many felt that the risk of leveraging their
balance sheets was low, even if their cash flows did not support such actions.

Rise of the Zombies
20% of US firms have gone 3 years with too little EBIT to cover debt
payments
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For those companies living on the life support of low interest rates, the sharp rise in interest rates
over the past 18 months has proven to be problematic as they come to refinance their debt, let along
pay the interest on that debt. The corporate sector is not alone in this issue as the Congressional
Budget Office now predicts that the net interest payments of US government as a percentage of GDP
will rise to the highest level since records began in 1940.



US Federal Spending

Percentage of GOP
S | Projected
20
15 151
10
Discretionary
E 5.1
o f—-—" a9
ﬂ " MNetinterest
0 I i 1 I :a |
1974 1984 1994 2004 2014 2024 2024

Source: Congressional Budget Office

As the chart below shows, the period since 2009 should be seen as abnormal and we would be very
worried if we were to return to such levels again. The average level of interest rates for the Bank of
England since 1955 is 6.2% and for the US Federal Reserve 4.6%, so not too different from the current
levels. We would suggest that investors would do well to accept that the era of low rates is over, and
that we are more likely to be in an era of more normal levels, and the fixation of when, and by how
much interest rates will be cut in unhealthy; if they are invested in good companies with solid balance
sheets and cash flows an interest cycle should be of minimal concern and eminently manageable by
corporate management teams.

Central Banks normally have positive Interest Rates
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What should also be noted is that, quite logically, normally central bank rates are set at a level greater
than the rate of inflation, and today there is persistently high levels of ‘sticky’ inflation, which remains
in the 4-6% range. As we have only recently seen the level of inflation drop below the level of interest
rates, so there is little impetus to cut rates dramatically, unless the global economy shows signs of
grinding to a halt, which is not the outlook being painted by most corporates this quarter.



Central bank rates should be above CPI.
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Those who are invested in companies that Warren Buffett would describe as ‘swimming naked’ may
be concerned about when and by how much interest rates should come down, however, long-term
fundamental investors know that tides come in and go out, and manage themselves not to be
unnecessarily exposed and therefore should be unperturbed by interest rate cycles and not hang on
every CPI print or forecast that come from central bankers, who after all have a questionable track
record of being ahead of the curve.

Richard Scrope CFA, Fund Manager, VT Tyndall Global Select Fund, 19t February 2024
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Disclaimer:
Not for retail distribution, this document is intended for professional clients only.

WARNING: All information about the VT Tyndall Global Select Fund (“The Fund’) is available in The Fund’s
prospectus and Key Investor Information Document which are available free of charge (in English) from
Valu-Trac Investment Management Limited (www.valu-trac.com). Any investment in the fund should be
made on the basis of the terms governing the fund and not on the basis of any information provided herein.
The information in this Report is presented using all reasonable skill, care and diligence and has been
obtained from or is based on third party sources believed to be reliable but is not guaranteed as to its
accuracy, completeness or timeliness, nor is it a complete statement or summary of any securities, markets
or developments referred to. The information within this Report should not be regarded by recipients as a
substitute for the exercise of their own judgement.

The information in this Report has no regard to the specific investment objectives, financial situation or
particular needs of any specific recipient and is published solely for informational purposes and is not to be
construed as a solicitation or an offer to buy or sell any securities or related financial instruments. In the
absence of detailed information about you, your circumstances or your investment portfolio, the
information does not in any way constitute investment advice. If you have any doubt about any of the
information presented, please consult your stockbroker, accountant, bank manager or other independent
financial advisor.

Capital at Risk - Value of investments can fall as well as rise and you may not get back the amount you have
invested. Income from an investment may fluctuate in money terms. If the investment involves exposure to
a currency other than that in which acquisitions of the investments are invited, changes in the rates of
exchange may cause the value of the investment to go up or down. Past performance is not necessarily a
guide to future performance.

Any opinions expressed in this Report are subject to change without notice and Tyndall Investment
Management is not under any obligation to update or keep current the information contained herein.
Sources for all tables and graphs herein are Valu-Trac Investment Management Limited unless otherwise
indicated.

The information provided is "as is" without any express or implied warranty of any kind including warranties
of merchantability, non-infringement of intellectual property, or fitness for any purpose. Because some
jurisdictions prohibit the exclusion or limitation of liability for consequential or incidental damages, the
above limitation may not apply to you.

Users are therefore warned not to rely exclusively on the comments or conclusions within the Report but to
carry out their own due diligence before making their own decisions.

Employees of Tyndall Investment Management, or individuals connected to them, may have or have had
interests of long or short positions in, and may at any time make purchases and/or sales as principal or
agent in, the relevant securities or related financial instruments discussed in this Report.
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Tyndall Investment Management is a trading name of Odd Asset Management. Authorised and regulated by
the Financial Conduct Authority (UK), registration number 660915. This status can be checked with the FCA
on 0845 730 0104 or on the FCA website (UK). All rights reserved. No part of this Report may be reproduced
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