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December saw a global
coordination in hawkish turn
from monetary policy makers

December was a shortened month due to the holiday season with the first half being dominated
by global Central Banks converging towards a more hawkish stance and shrugging off any
Omicron concerns. The growing inflation globally has put Central Banks in a coordinated action
mode to combat surging prices from all aspects (energy, supply chain, food, etc.). Following the
Fed signaling accelerated taper and rate hikes implied from its dot plots and futures, the ECB
also saw the looming pricing pressure alarming and took a slightly more hawkish tone during its
December meeting. Similarly, the BOE unexpectedly raised its policy rate even amid a
deteriorating macro backdrop. Despite the ongoing strong momentum in the underlying
economic growth, the simultaneous shift from a “transitory” to a “more persistent” inflation
narrative and the tightening financing condition (both monetary and fiscal) as a result set up the
new background for 2022 which embeds more volatility should there be any bearish catalysts.

High conviction positions
contributed to the positive
performance into year-end

The Fund performed positively into the year-end largely thanks to the appreciation in valuation
as spreads tightened across the board. Notably, the higher yielding part of the portfolio such as
the Bank AT1s, Insurance RT1s as well as Corporate Hybrids outperformed, reversing the
widening in November by a decent amount. Nevertheless, valuations remain mostly below the
September peak, and we don’t see it mean reverting to the 2021 peak level any time soon given
the less supportive policy and the unclear COVID situation. However, we see the current
valuations more fair and investable than was the case last summer, i.e. we start the new year
relatively close to home in terms of the overall portfolio risk.
To give some portfolio stats as per end of December 2021, the credit duration stands at 3.8
years, marginally below the November figure as we moved closer to the front end. The portfolio
carry remains at the average target of 2.5%, in line with the current rather fairly valued market
environment. The disbursement of the cash into short dated callable papers as cash replacer
proved to be a cautious yet correct move for our positioning in light of the mini-Santa rally.
All in all, 2021 was not a year for fixed income when comparing to other asset classes, but the
Fund’s performance managed to keep what the mandate was supposed to deliver and finished
the year in the green.

2022 - a year of
normalization and transition
& credit beta likely less of a
performance driver

Looking forward, 2022 is most likely to be a year of normalization and transition on multiple
fronts including growth, inflation, policy rates, fiscal stimulus as well as supply and demand
dynamics. So far corporate fundamentals are staying intact, and balance sheet liquidity remains
ample though profitability growth will mostly likely come down from 2021 highs and hence
deleveraging exclusively through earnings will gradually lose steam. In addition, company’s
ability to generate cash organically has deteriorated – albeit at a very high level. Given the
highland that we are coming from, the leverage & liquidity situation is still far from influencing
credit spreads directly, at least in investment grade names. However, as the credit cycle passes
from its fastest recovery phase to a more mature expansion phase, dispersion should rise
(which has already started to be priced in CDS tranche products, expect it to travel to the bond
market soon which affects parts of the HY-market) and as a result beta will likely be less
pronounced as a performance driver in 2022 and issuer-/bond selection starts to count again.

Omicron has pro-inflationary
elements; we see good value
in certain corporate hybrids
amid demand-driven inflation

On the Covid front, as Omicron will likely prolong the normalization process of prices and
inflation has moved towards a demand-side driven nature, we see good value in the lower end
of medium-term tenors (3-4y tenors) in segments such as Corporate Hybrids where we see
decent upside in selected names. Given valuations, we maintain a healthy combination with
higher conviction positions and a slightly elevated cash buffer to step into the market in potential
waves of volatility.

Impact on credit spreads
from the PEPP exit is far
from imminent

On the demand side, especially from the European credit perspective in light of diminishing
Central Bank buying, even though the corporate bond purchases within the PEPP have been
limited, the excess space left within the sovereign bond area will have a second order effect
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given the lower liquidity in the system. Having said that, this is far from imminent, and we are
coming from a record cash rich state.
Rates vol likely to remain
elevated given market based
terminal rates still screen
relatively low; the Fund
payoff is well positioned for
the current market regime

On curve positioning, as policy normalization is on the horizon and the timing and speed of
Central Bank action depends more and more on near-term inflation and job data prints, volatility
will stay elevated, and investors therefore are likely to remain sceptical about duration products
and seek calmer waters close to the front end of the curve. We are in the same camp and
position the portfolio close to home for now as described above.
Further on the rates volatility front, while the anticipated three rate hikes in the US are almost
fully priced in, the market still seems rather confident that the terminal rate of the cycle will be
extremely low (right now just below 2%, which is below the last rate-hike peak of 2.5% and the
Fed’s LT dots). This somehow makes rates look rather vulnerable at this stage as the tolerance
for lower rates seems naturally limited while the current market expectations in term of the
average rates over the cycle screens still rather low in a historical context.
Hence, we start the new year with high conviction that the Fund’s payoff fits the current market
regime well since credit-risk should profit from both low default rates and solid credit
fundamentals while the interest rate risk is the x-factor in the equation. A Fund like the Cape
Fixed Income Fund takes advantage of the opportunity to interpret the credit duration (medium
term nature, just below 4y as per year end) differently to the interest rate duration (short term
nature, 1.4y as per year end) - a simple but effective way to navigate through an uncertain
inflation outlook.
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DISCLAIMER
The Fund is a sub-fund of Cape Capital SICAV-UCITS, an umbrella fund regulated pursuant to part I of the Luxembourg law of 17 December
2010 on undertakings for collective investments (“Law of 17 December 2010”) transposing Directive 2009/65/EC of the Capital European
Parliament and the Capital Council of 13 July 2009 on the coordination of laws, regulations and administrative provisions relating to undertakings
for collective investment in transferrable securities and authorized by the Luxembourg Supervisory Commission of the Financial Sector
(Commission de Surveillance du Secteur Financier – CSSF). This is an advertising document. Cape Capital SICAV-UCITS (the “Fund”) is
domiciled in Luxembourg. In Switzerland, the representative of the Fund is ACOLIN Fund Services AG, Leutschenbachstrasse 50, CH-8050 Zurich,
whilst the paying agent is Credit Suisse (Switzerland) Ltd., Paradeplatz 8, CH-8001 Zurich. The prospectus, the key information documents or the
key investor information documents, the articles of association as well as the annual and semi-annual reports of the Fund may be obtained free
of charge from the Swiss representative ACOLIN Fund Services AG. Please note that past performance is no indication of current or future
performance. The performance data do not take account of the commissions and costs incurred on the issue and redemption of units of the Fund.
Cape Capital AG is an independent asset management firm based in Zurich, Switzerland, and is regulated by FINMA (www.capecapital.com).
For eligible investors only. This fact sheet is no legally mandatory document but for information and promotional purposes only.
IMPORTANT NOTICE AND DISCLAIMER
This confidential presentation and the information set out herein (the «Presentation») is summary in nature only and is qualified in its entirety by
the information set out in the offering document or other formal disclosure document (the “Disclosure Document”) relating to the potential
opportunity described herein. The prospectus, annual financial statements, KIIDs, and legal documents can be obtained from the representative
in Switzerland. FOR INVESTORS IN GERMANY: The information agent in Germany is ACOLIN Europe GmbH, with registered office at
Reichenaustraße 11a-c, 78467 Konstanz. The basic documents of the Fund, including the prospectus (in English) and the KIID (in German)
may be obtained free of charge at the registered office of the German Information Agent. FOR INVESTORS IN THE UNITED KINGDOM: The
Fund and certain of its Sub-Funds are recognised in accordance with Section 264 of the Financial Services and Markets Act 2000. UK investors
should read the Appendix for UK investors in conjunction with the Fund's Prospectus which are available from the Facilities Agent. The
Prospectus of the Fund and the KIIDs can be obtained on www.fundinfo.com. FOR INVESTORS IN SPAIN: The Prospectus of the Fund and the
KIIDs can be obtained on www.fundinfo.com.
The information provided is not intended to be used by any person or entity in any country or jurisdiction where the provision of information and
subsequent potential commercialisation would be illegal. The Presentation does not constitute an offer for sale in the United States of America.
The information provided by this Presentation is not intended for U.S. persons. The fund shares described in this Presentation may not be
offered or sold in the United States or to U.S. persons or for the account for the benefit of a U.S. person.
This Presentation has been provided to the recipient by Cape Capital AG as portfolio manager (the “Portfolio Manager”) of Cape Capital SICAVUCITS for informational purposes for the personal use and is only intended to assist eligible investors in deciding whether they wish to consider
reviewing the Disclosure Document. This Presentation is meant for use in one-on-one presentations with eligible investors. However, the
contents of this Presentation are not to be construed as investment, legal or tax advice or recommendation and do not consider the particular
circumstances specific to any individual recipient to whom this presentation has been delivered. The recipient should make its own appraisal
and should obtain advice from appropriate qualified experts. This Presentation is furnished on a strictly confidential basis to eligible investors.
None of the information contained herein may be reproduced or passed to any person or used for any purpose other than the purpose of
considering the potential opportunity described in the Presentation.
Any opinions, forecasts, projects or other statements, other than statements of historical facts that are made in this Presentation are forwardlooking statements. Although the Portfolio Manager believes that expectations reflected in such forward-looking statements are reasonable, they
do involve a number of assumptions, risks and uncertainties. Accordingly, the Portfolio Manager does not make any express or implied
representation or warranty, and no responsibility is accepted with respect to the adequacy, accuracy, completeness or reasonableness of the
facts, opinions, estimates, forecasts or other information set out in this Presentation or any further information, written or oral notice, or other
document at any time supplied in connection with this Presentation, and nothing contained herein or in the Disclosure Document shall be relied
upon as a promise or representation regarding any future events or performance. Past returns are no guarantee for future returns.
The recipient’s attention is specifically drawn to the risk factors identified by Cape Capital SICAV-UCITS’s investment fund manager and
Portfolio Manager as set out in the Disclosure Document. The Portfolio Manager also advises that the potential investments described herein
are speculative, involve a degree of risk and there is no guarantee of performance or a return of any capital with respect to any investment. By
accepting delivery of this Presentation, the recipient accepts the terms of this notice and agrees, upon request, to return all materials received
by the recipient from the Portfolio Manager, including this Presentation without retaining any copies thereof. This Presentation, layout, copyright
materials and trademarks featured in the Presentation may not be used or copied or otherwise reproduced by any unauthorized third party.
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