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Dear Investor

Performance in Q1

Both in absolute terms and relative to their benchmarks
our Value Bond funds enjoyed a very satisfactory start
to the year.

By the end of last year, the European banking system
was virtually frozen, with an obvious negative impact
on the European markets in particular. But in December,
the European Central Bank embarked on two rounds of
its so called ‘Long Term Refinancing Operations’. These
operations had the desired effect (at least in the short
term) of restoring confidence in Europe, unfreezing the
system to a large degree and driving up bond prices
on European corporate bonds and high yield bonds in
particular.

Economics

We are cautiously optimistic about the outlook for the
global economy. We believe that the global economy will
keep growing, benefiting from pent-up demand associ-
ated with a gradual recovery of spending on durables
and structures after the ‘Great Recession’ and stimulative
monetary policy.

Emerging economies will continue to lead the global
expansion with growth rates triple those in the advanced
economies on average. Emerging markets should
benefit from an easing of monetary policy during 2012 -
following tightening of monetary policy during 2011.
We don’t expect a hard landing in China. In fact we
believe that the Chinese economy hit a bottom around
first quarter of this year. In terms of growth, we expect
to see relative strength from Japan among the advanced
economies as the country rebuilds following last year's
earthquake.
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Recent oil price increases have to a large extent been
driven more by demand than supply factors — although
the risks going forward are probably more supply related
(Iran). We are, however, encouraged by some signs of the
ramping up of Saudi production aimed at rebuilding global
inventories. Even though we are highly over-weighted the
Energy sector in both emerging and developed market
high yield, we don’t wish for a ‘super spike’ in the oil
price, because such a spike could become very demand
destructive with the potential of bringing about a new
global recession.

Another sign of strengthening growth in Asia is the rising
price of iron ore. This price strength is something that
works in favour of our funds since we are overweight
producers of iron ore. During Q1 2012 we took profit on
bonds from the ltalian bank Banca Intesa in our High
Yield fund (from 4.5% of the fund down to 0.3%). We
invested the proceeds in a producer of iron ore from
Sweden.

We do see potential risks to the gradual recovery in the
global economy. On the economic side, recession could
persist in southern European countries as a result of
too much austerity. The structural reforms undertaken
in these economies will probably work in the medium
term — but NOT short term! So these economies NEED
a supportive central bank in this very difficult period
of transition. The US economy also faces risks going
forward, related to fiscal consolidation — although these
risks probably won't ‘get real’ until the end of 2012.
Under current law, US federal taxes are scheduled to rise
and spending is to be cut by a combined total of 3.5% of
GDP - in other words, the US has NOT started reducing
budget deficits yet.

The risks facing the global economy are VERY visible in
‘risk- free rates’ — both the US 10-year rates and German
10-year rates are arguably too low given fundamentals-
based models. In this regard we can't exclude a major
sell-off in AAA/AA rated bonds once/if risk aversion
subsides more meaningfully.
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Default Trends and Outlook

The default rate for the global high yield market remains
well below the 25-year average of 4.2%. The default
rate was unchanged at 1.9% for March 2012. We don't
expect the default rate to increase during the rest of 2012
and 2013. The reason for this is the continuing focus on
debt reduction among companies and heavy refinancing
activity during the past three years. If our view on default
risk is correct, there is still considerable upside in the
global high yield market, because the option-adjusted
spread on global high yield is just under 7% — l.e. inves-
tors in the global high yield market are over-compensated
for the risk of loss from defaults.

Another important reading in this respect is the number of
rating upgrades compared to downgrades. For the fourth
month in a row now, we have seen more upgrades. This,
together with a still expanding global economy, bodes
well for global corporate credit going forward.

Yours faithfully,
Klaus Blaabjerg

Lead Portfolio Manager
16 April 2012
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Sparinvest is a signatory of UN PRI and member of Eurosif and Dansif.
n . . . . . PRI .
UN PRI is an international investor initiative sponsored by the UN and based on six
[ N
amm PRI E uros lf DAN SI F principles for responsible investments. The aim is to help investors actively to incorpo-

rate environmental, social and governance issues into their investments.

The mentioned sub-fund is part of Sparinvest SICAV, a Luxembourg-based, open-ended investment company. For further information we refer to the
full and/or simplified prospectus and the current annual / semi-annual report of Sparinvest SICAV which can be obtained free of charge at the offices
of Sparinvest or of appointed distributors/representatives together with the initial statutes of the funds and any subsequent changes to such statutes.
Investments are only made on the basis of these documents. Past performance is no guarantee for future returns. Investors may not get back the
full amount invested. Investments may be subject to foreign exchange risks. The investor bears a higher risk for investments into emerging markets.
The indicated performance is calculated Net Asset Value to Net Asset Value in the fund's base currency, without consideration of subscription fees.
For investors in Switzerland the funds’ representative and paying agent is RBC Dexia Investor Services Bank S.A., Zurich Branch, Badenerstrasse 567,
P.0. Box 101, CH-8066 Zurich. Published by Sparinvest, 28, Boulevard Royal, L-2449 Luxembourg. Sparinvest makes reservations for typos, calculation
mistakes and other possible mistakes in the material.
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