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Risk willingness on retreat
Trade war triggered weak sentiment

A good month relative to the market

Markets were weak during May, as the risk willingness was
on retreat. Short dated high yield corporate bonds followed
suit as credit spreads widened almost 70 basis points and
posted the first monthly loss since December. The benchmark
thus showed a negative return of minus 0.80 percent for May
bringing the year-to date return to 4.35 percent.

The portfolio delivered a negative return of 0.26 percent in
May, which was 0.54 percentage points ahead of the benchmark. As a result, the fund was 0.01 percentage points ahead
of the benchmark year-to-date.

The change in risk appetite was primarily driven by Trump’s
trade war with China. Trump increased tariffs to 25 percent
on 200 billion USD worth of imports from China. Furthermore,
there is focus on military tensions in the South China Sea,
which is involving a number of South East Asian nations including Taiwan.
Equity markets had a tough month and bond markets also
showed the change in risk appetite. The U.S. 10-year rate
dropped by 0.37 percent to 2.13 percent, which was the lowest since 2017. German government bond rates also dropped
significantly, while government bonds yields in Southern Europe were largely unchanged. Oil prices dropped by 16 percent, which was the biggest drop since November and resulted in Energy being the weakest sector in the benchmark.
The fear in markets is not caused by a rapidly deteriorating
economy, since growth figures across the major regions are
still tolerable. The fact that a yield curve inversion is moving
closer in Europe is thus a recognition that a recession is moving closer after all. The leading indicators for the major regions
are continuing to drop, but this happens at a somewhat
slower rate.

Return is calculated gross of fees and excluding swing.

In spite of the weak markets in May, most sectors contributed
positively to the fund return. In contrast to that, most sectors
contributed negatively to the benchmark return. Communication Services and Industrials delivered the highest contributions to the fund return, while Industrials and Energy delivered the highest contributions compared to the benchmark.
The contributions from both Industrials and Energy were
broad based and within each sector, several of the benchmark positions came under pressure and delivered weak returns in May. Utilities and Real Estate had the worst contribution compared to the benchmark. However, the combined
contribution from these two sectors compared to the benchmark was just 0.00 percentage points and therefore negligible.
During the month, five bonds were exited and two bonds
were reduced as they reached their fair spread. The proceeds
were used to buy five new positions and to add in four existing positions.
The fund continued to have a slightly defensive positioning
in companies with strong balance sheets. The overall spread
of the fund was slightly lower than the benchmark while the
duration of the fund was also lower than the benchmark.

See performance and fund data

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.

