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The credit rally continued
Market turmoil dampened by Fed
Markets August were tumultuous in High Yield, which followed other risk assets. The benchmark showed a negative
return of 0.38 percent, primarily driven by the events in Argentina. This brought the year-to-date return to 5.91 percent.
An escalation in the U.S.-China trade war brought some fear
to the market at the beginning of August as most risk assets
dropped. However, the dovish rhetoric from central banks
helped to stabilize markets during the rest of the month reducing the initial drop significantly. Further worries came to
the market as the U.S. yield curve inverted. Not only is the 3month to 10-year curve inverted (back from March). Now, the
even more scrutinized 2- to 10-year curve has also inverted,
which is normally a precursor for a recession within 24
months. Long-term interest rates in general made new alltime lows across most developed countries whereas the yield
on 30-year German government bond fell to -0.27 percent
mid-month.
Both the UK and Italy generated headlines during August. The
British prime minister, Boris Johnson, suspended parliament
for five weeks, making it difficult for “remainers” to block the
decision to execute Brexit (either hard or soft) at October 31st.
Italy got a new government. The consolidation is seen as EU
positive, which moved rates lower on Italian government
debt due to a lower expected budget deficit.
The biggest country event of August and potentially for all of
2019 was the over 50 percent drop in prices of Argentina’s
debt following a worse than expected primary election result
in August. Election poles turned out to be unreliable and what
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was expected as a non-event introduced the notion of a potential default on Argentinian debt – also affecting corporates.

Weak performance
The portfolio delivered a negative return of 0.77 percent in
August, which was 0.39 percentage points behind the benchmark. As a result, the fund is now behind its benchmark by
0.65 percentage points year-to-date.
Real Estate and Utilities were the two sectors that provided
the largest positive contribution to the month's return relative
to the benchmark, while Financials and Consumer Staples
were the worst contributors. In Real Estate, the contribution
came primarily from the funds underweight in Chinese real
estate companies, which had a rough month. Within Financials, it was the positions in Argentina that contributed negatively after the primary elections. The negative contribution
from Consumer Staples came from an Indonesian producer
of palm oil, whose credit rating was downgraded in August.
During the month, the fund sold two positions, reduced in
two names and five names were called. The proceeds from
this were invested in five new names and in a number of
existing positions.
The changes did not have a significant impact on the fund's
sector positioning. Overall, the fund still has the same credit
spread and a slightly lower duration compared to the benchmark.
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Strategy
Value Bonds - Short Dated High Yield invests in short-dated (1-5Y) corporate bonds with a rating from BB-B, 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 longterm 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.
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.

