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Positive credit markets despite
negative headlines in Europe

July was tough on Europe

Markets Just over a month has passed since Brexit and be-
sides some short-term volatility, markets adapted quickly to
the new situation and many UK assets have resumed same
price levels as before the referendum.

Unfortunately, negative headlines continued to come out in
Europe throughout July, first with the attempted coup in Tur-
key, then numerous terrorist attacks in France and Germany
while the lack of large negative surprises in the European
Bank stress test provided some short term support for subor-
dinated bank paper.

Although the coup in Turkey was suppressed the subsequent
events, among others Prime Minister Erdogan’s declaration of
state of emergency resulted in declining Turkish assets prices
and eventually a downgrade of the country by the rating
agencies. There is no doubt that the EU accession process
for Turkey - and others in the region - is left very challenged.

Oil prices was also affected by the events as majority of Mid-
dle Eastern production is transported via pipelines and
shipped from Turkish ports. Along with an unexpected rise in
US inventory oil dropped to the lowest level in 3 months.

Despite the many attempts to disturb world-order, spreads in
general continued to tighten in July. A strong US economy,
chatter about “helicopter” money in Japan and the ECBs ag-
gressive buy-back program were the main drivers of perfor-
mance.

Strategy

Positive performance across sectors

Performance The fund delivered a satisfactory positive return
in July. Consumer discretionary was the best performing sec-
tor in the portfolio followed by financials. Utilities and infor-
mation technology were the two worst performing sectors. Al
sectors contributed positively to the return of the fund in July.

The best performing position in the portfolio in July was a US
consumer company that provides automated retail solutions.
The shareholders of the company received a buyout offer
from a capital fund. The shareholders are offered a 11% pre-
mium to the share price before the announcement. If the deal
goes through (we expect that) the bondholders have a
change-of-control option to redeem the bonds at an attrac-
tive price compared to the price before the buyout offer was
announced. Furthermore, the company posted far better than
expected Q2 results which will support the bond if the deal
does not go through. Another strong performing position was
a UK education company that rebounded after the negative
performance from “Brexit” last month.

The worst performing position in July was an oil service com-
pany. The oil price fell from 50% to 43$ during July which is
the main reason why this position performed slightly nega-
tive. Another weak performing position was a Kurdish oil pro-
ducer.

No major changes

Portfolio Changes During July the team reduced one position
slightly. No new positions were added to the portfolio and
no positions were called or sold completely during July.

The strategy aims to provide a positive absolute return on a mid-term horizon by investing in short-dated corporate bonds. The
selection process is based on in-house bottom-up research with focus on companies with strong cash flow. Our approach also
makes it possible to exploit market premiums from less liquid issues and out of favour situations.

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 sparinvestlu. 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 retumn. 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.



