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DECREASING RISK PREMIUMS
Geopolitical risk premiums were eliminated

Negative return ahead of index

Markets. Credit spreads tightened by 43 bps in the
High Yield (HY) market in March, which did not offset
the rising government interest rates, resulting in a
negative return for the benchmark of 1.24%.

The Portfolio had a negative return of 0.47% for
March, which was 0.77 percentage points ahead of
the benchmark. Year to date the portfolio had a negative return of 3.64%, which was 2.13 percentage
points ahead of the benchmark.

The military conflict between Russia and Ukraine continues to make its mark on the financial market. The
initial phase of the conflict led to higher risk premiums
until mid-March, after which risk premiums were generally eliminated in the second half of March. By and
large, this process has so far followed the return patterns that have played out in previous military conflicts. Yields on US 5-year government bonds rose
from 1.72% to 2.46% in March. The trend towards generally higher commodity prices continued in March. In
the areas of industrial metals, agricultural products
and energy, prices rose by 12%, 4% and 16%, respectively, according to the Bloomberg Commodity Index.
There has been a general declining trend in terms of
confidence indicators in the manufacturing industry in
March. The loss of confidence has been greatest in Europe, followed by Asia. In the U.S., there was a slight
positive development recorded in March.
At present, the conflict between Russia and Ukraine
has not derailed central banks' plans for monetary
tightening. The head of the US Federal Reserve (Fed),
Jerome Powell, has recently confirmed that the institution will protect price stability. The Fed's rate hike
of 25 basis points in mid-March coincided, paradoxically, with the central bank downgrading growth in
the US from 4.0% to 2.8% and raising its core inflation
forecast from 2.7% to 4.1% for 2022. For the Fed, the
price development now has a higher priority than the
growth development.

The most positive sector contributions relative to the
benchmark came from Materials and Real Estate,
while Industrials contributed negatively relative to the
benchmark. The positive contribution from Materials
primarily came from the funds position in a Ukrainian
steel producer that rebounded from the lows in February. The development in the Russian invasion of
Ukraine continues to be crucial for the company, which
has Investment Grade characteristics. News of negotiations, as well as Russia’s decision to move troops
away from Kyiv has improved sentiment in Ukrainian
corporates and sovereign bonds. The positive contribution from Real Estate stems from the fund’s underweight in Chinese real estate developers, which remained volatile amid a surge in Covid-19 cases in
China and the prospects of extended lockdowns. Industrials’ negative contribution was mainly attributed
to an Ukrainian railway operator, where the effects of
the war on the bond price were not fully reflected in
February, leading to a further repricing during March.
In March, five positions were sold as they had reached
their return potential and three positions were reduced. Proceeds were used to increase weights in existing positions as well as one curve extension, where
the shorter maturity bond was reduced in favor of a
longer maturity bond from the same issuer.
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Strategy
Ethical High Yield Value Bonds invests in global corporate bonds, cf. the fund’s prospectus. Bond selection is based on the
value approach, meaning that the team focuses on bonds issued by companies with healthy long-term earnings power and
strong balance sheets as well as an expected ability to service outstanding debt. The portfolio is diversified across sectors,
regions and credit ratings. At least 2/3 of the portfolio are invested in High Yield bonds. Up to 15% may be invested in
corporate bonds issued by companies operating in Emerging Markets.
This material does not constitute individual investment advice and cannot form the basis for a decision to buy or sell (or an omission thereof) of investment certificates.
The material has been prepared for information purposes only and investors are encouraged to seek necessary professional advice before buying or selling investment
certificates. Sparinvest does not undertake any responsibility for the advice given and actions taken or not taken in respect of this material. The mentioned sub-fund is
part of Sparinvest SICAV, a Luxembourg-based, open-ended investment company. Investors are urged to read the prospectus, the key investor information document and
the current annual / semi-annual report of Sparinvest SICAV prior to investing. The documents are available at sparinvest.lu. There are always risks involved when investing
and it is stressed that past performance or past return cannot be considered as a guarantee for future performance or return. Investors may not get back the full amount
invested. Sparinvest makes reservations for possible typing errors, calculation errors and any other errors in the material.

